
BiNKING AND CURRENCY 


Br 

TV. J. WESTON, M.A., B.Sc. Lond. 

iiEiB or Tilt DCrAnntrsT or couurrce, 

TOK rOLTTICCntllC, LOMDOK 



London : W. B. CLIYE 

ffutortaf ipxtse 

High St., Niw On^obd St., W.O, 
1922 




PREFACE. 


The practice of using money as a medium of exchange 
is one of those things so &miliar that the underling, 
principles are rarely considered, and more rarely under- 
stood. Tet the subject of Banking and Currency is of so 
great importance that it has no\r obtained recognition as 
TTorthy of a pkce in University Courses. 

The University of London, for instance, prescribes 
Banking and Currency os part of the Intermediate Exami- 
nation in the Eaculties of Economics and of Commerce. 
The Syllabus for these Examinations, drawn up as it has 
been by experts, is the frame-work for the present hook. 
This, though intended primarily as a handbook for candi- 
dates, null also serve, one hopes, as an introduction to the 
subject for all interested in our currency system and in it's 
changes consequent upon the Great TTar. 

The Author’s best thanks are due to Mr. Albert Dunn, 
B.Cbm., for reading the proofs and making a number of 
useful suggestions. 
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CHAPTEE I. 


MONET AND ITS FUNCTIONS. 

“For what is worth in anything 
But so much money as ’twill bring 7 ” 

—Butler’s Sudibrai. 

Without clear ideas upon the nature of Money the 
student of Economics is hampered at every 
M<m ey, stage. For the motives of men come within 
Measure. ^ extent that they are 

meastmhle in Money. The chemist has his 
delicate balance ; the physicist has his finely graduated 
ruler ; the economist must perforce be content with a less 
accurate measure.’ A piece of standard money is a com- 
paratively rough measure. Tet by its means economic 
science makes progress ; the motives prompting the actions 
of men are measurable by a money price. It is a measure 
and, used with car6 and intelligence, gives tolerably reliable 

I Every science has some instrument of precision, which may be 
taken as the material type of that science, which it'has advanced 
by enabling observers to express their results as measured quan- 
tities. In astronomy we have the divided circle; in chemistry, 
the balance ; in heat, the thermometer ; while the whole system of 
civiUsed life may be fitly 8)'mbolised by a foot-rule, a set of weights, 
and a clock.” (Clerk Maxwell.) 

B. c. 
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results. The busmess man, too, "who is the economist in 
practice, feels more confidence in his calculations nrhen he 
understands something of monetary problems. Most of 
the perplexities that troubled trade after t6e -war -were 
connected tritb money. The measure to •which business 
men had gro'sm accustomed, in which they rectoned values, 
had been tampered with ; and trade suffered. 

The economic importance of Money to a community is 
far greater than suggests itself at the out- 
set. It is said, and of course with justice, 
that the increase in the material well-being 
of men is owing to Division of Labour. 
We might with equal justice ascribe that increase to the 
greater extent in which men exchange with one another. 
Division of Labour is possible only when men have learnt 
to exchange; it is, say the economists, limited by the 
extent of the market. South-east Lancashire is enabled 
to concentrate mainly upon the production of cottons for 
the nations of the world, the whole district becomes a 
wonderfully efficient machine for the one purpose. It 
can do this because trade carries off the products in every 
direction, to Egypt and India, to China and tropical 
Africa, to the islands of the Pacific and to the Balkan 
States — all agreeing in their welcome of cheap cottons if 
in nothing else. And this exchange that we call trade can 
develop beyond its crude and unimportant beginnings 
only by the agency of Money. Barter, the direct exclmnge 
of commodity for commodity, or service for service — “ Do 
this for me, and I ‘wiE do that for' you ” — is practicable in 
some slight degree; it persists even in highly civilised 
commu n ities. And when, as happened in many regions 
during the Great “War, the money system breaks down, 
men again have recourse to barter. In our own days of 
rationing through war conditions, the baker’s wife had 


r c 

Economic 
Ei^ortaiioe 
of Money. 
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many a bargain ■vrith the butcher; and loaves made of 
good Tvhite flour purchased a joint not sanctioned by the 
Pood Controller. 

Industrial progress is possible, however, only in so far 
as a money economy replaces barter.^ With- 
ProgreM Money the difficulty of bringing together 

apra Money, people with reciprocal wants would be in- 
superable ; and Exchange, which alone makes 
Division of Labour possible, could have little <*0050. 
Division of Labour, Exchange, and Mon^, have all 
developed together; they are all mutually cause and effect. 
An urgent need for a means of comparing the p roducts of 
different occupations constituted the im p erious dema nd 
for Money ; th e adopting of a system for measuring values 
— Hpf a de vice .whereby things could be arranged in an 
order of precedenc e — enabled Exchange and with it 
piviaion of Labour, to be extended. Exchange is, we are 
to note, logically a part of P roduction 5 . since_t^. process 
of Pro duction Js n ot complet e until^e commodi ty is in 
the hands of i tsi consumer. And it is Money that enables 
the innum erable Exchanges incident to our complex 
society t o be performed eafdly and speedily, that helps 
Production in fact. Money plays, therefore, a part the 
importance of which it would not be easy to exaggerate in 
the economic life of peoples. 

The elaborate experiment conducted in Sussia showed 

’ This does not, we should note at the outset, imply that metallic 
money must of necessity intervene in every exchange, or even he in 
existence. If a man who served the community could get a credit 
.for his service, in a banker's books for example, there need be no 
money. The benefactor of the oommunity could obtain for this 
credit those services, embodied or not in commodities, he himself 
wanted— to the extent of his benefaction. All we should need 
would be a recognised unit of value, a Money of Account. 
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how Tain is the attempt of a modern community fto dis- 
pense with an ef&cient medium of exchange. It is not 
often that experiments in economics are possible. Here 
was one conducted by men keenly desirous of its success ; 
and the impossibility for even Soviet Hussia to live with- 
out money is the more striking. The Mercantilists per- 
haps exaggerated the importance of money to a community ; 
though we should note in passing that all the arguments 
of »tht economists have not convinced civilised governments 
of the absurdity of seeking after money, of storing up gold. 
We in these days are, on the other hand, probably apt to 
underrate the importance of money ; we need such a sharp 
lesson as that afforded by the War of 1914-1918 to make 
us realise how much dislocation, how much keen suffering 
indeed, is brought about by tampering with the currency 
system. So long as currencies were based on gold, and 
therefore kept in a stable relation to one another, ex- 
changes among men were easily and smoothly effected. 
The ordinary man had no need to trouble about the 
currency. The gold standard was for a while relinquished ; 
and currency questions became no longer matters of 
interest for the mere theorist. They became matters of 
urgent practical importance, they affected men’s means of 
making a living. 

Consider the economics' of the matter for a while. We 
no longer satisfy our wants directly : those 
rMoney'™^” recurring wunteji^food, th(«e constant wants 
Economy. clothing and shelter are satisfied as a 

resul t of buy ing and selling— indirectly that 
is. . A man may be fed in the factory, clothed in the field ; 
he ‘‘makes his living”— to use the curious phrase— by 
selling his services. We sell in ord er to_buy. We obtain 
money for our services ; we spend tliat money in procur- 
ing the necessaries sustaining life and the comforts making 
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life pl^sant. We live bv exeliajigin^ . lu moderu times 
we are all specialists; we are all occupied at one tiny 
operation of tlie great production machine. Money per- 
mits our specialised effort to be turned into generalised 
enjoyment ; we may say that jach o ne of us is a factor m 
specialised production, and tha t the monejjre get^titles 
us to generalised consumption. We dii-ect our ^oids in 
one direction ; by means of money our desires are satis- 
fied in many directions. • 

Money is a “bearer of options ” ; it enables us to exercise 
power over the diverse products of men of all nations. 
We co-operate with hundreds and thousands of other 
workers, in widely separated parts of the world perhaps, 
and maybe belonging to times long past. With their aid 
we produce the food men eat or the clothes they wear or 
the houses they inhabit or the luxuries in which they 
delight. What an enomous number of workers have 
united their efforts so that this fountain pen with which I 
write may be at my disposal. Uhconscfous of the co- 
operation most of them were; ignorant of the ultimate 
outcome of their -work they must necessarily have been. 
Doubtless, too, it is but the tiniest part of the payment to 
the ship-builder or the railroad-maker, who enabled the 
materials of the pen to be assembled, that I provide in the 
- price I pay. The fact remains that this small instrument 
is the resultant of a vast multitude of efforts ; and that 
the price paid is distributed in ever smaller and smaller 
portions among the gieat army of co-operators. One cur- 
rent has brought me the pen from its "raw materials” 
through a number of strange transformations ; a counter- 
current takes from me the remuneration of the successive 
producers who have made those materials more fitted for 
my purpose. Money enables the co-operation to take place ; 
for it enables exchanges to be made readily and easily. 
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It permits of the rewarding of the co-operators in ffropor- 
tion to the service they have performed for society. The 
intervention of money may possibly have drawbacks : 
money may, for instance, obscure the truth thlt we obtain 
such things as wo want by ourselves producing the things 
other pecmle want: that we produce in order to enjoy; 
and that, in the long run and on the whole, the more we 
produce the more we are enabled to enjoy. Such a draw- 
ba»k«to Money is, howevei-, negligible when compared 
with its manifold and great advantages. 

A negative illustration of the importance of a sound 
system of Money was afforded by the break- 
The down of the currency system of Central 

of Europe as a result of war conditions. The 

System. shattering of the economic life of Austria 
and Bussia, the death not of thousands but 
of millions through famine and disease, the disorder 
among the bewildered peoples that had become accus- 
tomed to rely upon settled and ordered ti-ade, may all be 
ascribed in lai-ge measure to the destruction of the recog- 
nised medium of exchange. As the paper currency, issued 
more and more lavishly by the belligerent governments, 
became more and more depreciated, it ceased to be a valid 
claim upon the goods produced. The peoples were re- 
duced to the rude and wasteful method of barter; and 
the existence of crowded industrial populations, dependent 
upon a ready outlet for their products, became hopeless. 
The disastrous famin e ^at during the winter of 1921 
swept over Bu ss ia and ov er much~ of A^usiarm^ can be 
attributed very largely to the Inuakdown of theAurrency 
system. One of our representatives at the 1920 Finance 
Conference at Brussels, Mr. Bell of Lloyds Bank, gives us 
an account of the dislocation caused in trade and in- 
dustry: — 
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“Ii\ Austria, whea the great armies came home from 
the war and there was nothing to do — ^indostiy was 
shattered — ^the State was confronted with millions of men 
who were perforce idle and without any means of lireli- 
hood. What did they do? Among other things, where 
there was one railway porter they put six or eight, and 
those men had to he paid the rate of wages of the day ; 
there was no money to pay them, and so the printing 
press was brought in and turned round so many Jnjjirs 
day and night until bits of paper were produced to pay 
the men who were doing nothing on the railway, but had 
to be kept. Very shortly these pieces of paper became 
more or less valueless, and these men said : — ‘ We cannot 
buy tea, bacon, bread, and sugar, we cannot pay our rent, 
we cannot feed, our children, we cannot clothe our wives 
and ourselves with these particular numbers of pieces of 
paper, we must strike for double that number of pieces of 
paper.’ Very well. Then the printing press went on 
again and double the number of pieces of paper were pro- 
duced— not things, symbols, which did not mean tilings. 

I had in my bank the other day one of the very latest 
of those who have got away from Eussia. He said: 
‘Before I left I paid ^636, pre-war price, for a glass of 
milk; I gave JG400, pre-war price, for a loaf of white bread; 
my living expenses were ^68,000 per month, or .£96,000 per 
year, pre-war price, in paper to enable me to live; and the 
Eussian Government, seeing that it was objeotionable to 
have every pocket in a man’s suit bulging with paper 
enough to pay for a loaf of bread or a cab drive, or any of 
the small necessaries of life, are printing now pieces of 
paper, bank notes, of 25,000 and 50,000 denomination of 
roubles to save carrying more notes.’ 

We had evidence, I am very sorry to say, not only of 
great disorganisation but of something worse, dishonesty. 
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I am not an apologist for any Old Eegime on pi/fnoiple, 
bnt it is the case that the New Eegime of Europe is not as 
honest as the Old Eegime. The Americans brought from 
America hundreds of thousands of pounds’ wofth of tinned 
goods, milk and other things, to Austria. They were put 
in trains at the ports to be taken to Vienna, where the 
Austrian*^children were dying. Those trains were held up 
at every junction until a bribe was paid to the station- 
mgstgr, in order to let the trains go through. Tou could 
not buy fresh milk in Austria, and American milk had to 
be brought over ; but across the frontier, thirty miles away, 
farmers were feeding their pigs on fresh milk. 

We had to say something about this. It was not said 
openly, it was said largely in conversation. To those 
nations we said: ‘Now look here, you have had old 
quaiTels, old grudges, yon will not part, one with his pigs 
which are wanted there, and the other with his milk which 
is wanted there; you perforce require other nations to 
bring thousands of miles these commodities which you 
require ; they are not going to do it, you will have to get 
busy and exchange your commodities and resolve all these 
ancient grudges.’ The answer was: ‘Well, we might ex- 
change certain commodities for others, but we are not, in 
this country, going to sell our milk for a number of notes 
which are worth nothing to us and witli which we can buy 
nothing when we have them.’ And so the exchanges were 
all demobilised.” 

It would appear that, once the Government of a State 
enters upon a policy of tampering with the currency, the 
evil can hardly be stayed. During 1921 in Eussia efforts 
had been made to make the value of the rouble stable. 
But the fatal facility of paper money was too strong a 
temptation to withstand. At the beginning of 1922 infla- 
tion and the resulting depreciation set in with increased 
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violent. Up to May the rouble •was actually losing half 
its value in a month. If, therefore, a trader •wished to 
heep his capital intact he had to make at least a hundred 
per cent, profit a month. .The inevitable result •was that 
no one sought to save. Hoarding was absurd ; for no sane 
man would retain his money longer than the time it took 
to buy something with it. As illustrations of the amazing 
rapidity in the fall of purchasing power we have such facts 
as this : on April 15th a box of matches in Moscovit opst 
ten thousand roubles ; it cost sixteen thousand on April 
l^th. Could any sober mercantile calculations be made 
when a rise of sixty per cent, in three days was possible ? 

Macaulay, in his own vivid manner, gives another such 
' instance. Speaking of the disorders that 

L^***™'^ obliged William the Third’s government to 

illustrated. improve the coinage he says : — " It was ab- 
solutely necessary to apply a remedy to an 
internal evil which had by slow degrees grown to a fearful 
magnitude. The silver coin, which was then the standard 
coin of the realm, was in a state at which the boldest and 
most enlightened statesman stood aghast. 

Till the reign of Charles the Second our coin had been 
struck by a process as old as the thirteenth centuiy. 
Edward the First had invited hither skilful artists from 
Florence, which, in his time, was to London what London, 
in the time of William the Third, was to Moscow. During 
many generations, the instruments which were then intro- 
duced into our mint continued to be employed -with 
little alteration. The metal was divided with shears, and 
afterwards shaped and stamped by the hammer. In these 
operations much was left to the hand and eye of the work- 
men. It necessarily happened that some pieces contained 
a little more and some a little less than the just quantity 
of silver: few pieces were exactly round; and the rims 
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were not marked. It was tkerefore in the course years 
discovered that to clip the coin was one. of the easiest and 
most profitable kinds of fraud. In the reign of Elizabeth 
it had been thought necessary to enact that* the clippers 
should he, as the coiner had long been, liable to the penal- 
ties of high treason. The practice of paring down money, 
however, Vas far too lucrative to he so checked ; and, about 
the time of the Restoration, people began to observe that 
a Igi'ge proportion of the crowns, half-crowns, and shillings, 
which were then passing from hand to hand, had under- 
gone some slight mutilation. 

That was a time fruitful of experiments and inventions 
in all the departments of science. A great improvement 
in the mode of shaping and striking the coin was suggested. 
A mill, which to a great extent superseded the human 
hand, was set up in the Tower of London. This mill was 
worked by horses, and would doubtless be considered by 
modem engineers as a rude and feeble machine. The pieces 
which it produced, however, were among the best in Europe. 
It was not easy to counterfeit them j and, as their shape 
was exactly circular, and their edges were inscribed ivith a 
legend, clipping was not to be apprehended. The ham- 
mered coins and the milled coins were current together. 
They were received without distinction in public, and con- 
sequently in private, payments. 

The financiers of that age seem to have expected that 
the new money, which was excellent, would soon displace 
the old money, which was much impaired. Yet any man 
of plain understanding might have known that, when the 
state treats perfect coin and light coin of equal value, the 
perfect coin will not drive the light coin out of circulation, 
but wiU itself be driven out. A clipped coin on English 
ground went as far in the payment of a tax or a debt as a 
milled crown. But the milled crown, as soon as it had 
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been fl^ng into the crucible or carried across the Channel, 
became much more valuable than the clipped crown. It 
might therefore have been predicted, as confiden% as any- 
thing can be*predicted which depends on the human will, 
that the inferior pieces would remain in the only market 
in which they could fetch the same price as the superior 
pieces, and that the superior pieces would take sftne form 
or fly to some place in which some advantage could be 
derived from their superiority. 

The politicians of that age, however, generally over- 
looked these very obvious considerations. They marvelled 
exceedingly that everybody should be so perverse as to use 
light money in preference to good money. In other words, 
they mamlled that nobody chose to pay twelve ounces of 
silver when ten would serve the turn. The horse in the 
Tower atiU paced his rounds. Fresh waggon loads of 
choice money still went forth from the mill ; and still they 
vanished as fast as they appeared. G-reat masses were 
melted down; great masses exported; great masses hoarded; 
but scarcely one new piece was to be found in the till of a 
shop, or in the leathern bag which the farmer carried home 
from the cattle fair. In the receipts and payments of the 
Exchequer the milled money did not exceed ten shillings 
in a hundred pounds. Meanwhile the shears of the clip- 
pers were constantly at work. The comers, too, multiplied 
and prospered: for the worse the current money became 
the more easily it was imitated. 

The evil proceeded with constantly accelerating velocity. 
At length in the autumn of 1685 it could hardly be said 
that the country possessed, for practical purposes, any 
measure of the value of commodities. It was a mere 
chance whether what was called a shilling was really ten- 
pence, sixpence, or a groat. 

The evils produced by this state of the currency were 
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not sucli as Lave generally been thougLt worthy t/occupy 
a prominent place in history. Tet it may well be doubted 
whether all the misery which had been inflicted on the 
English nation in a quarter of a century by* bad Kings, 
bad Ministers, bad Parliaments, .and bad Judges, was 
equal to the misery caused in a single year by bad crowns 
and bad Wllings. 

Those events which furnish the best themes for pathetic 
or^q^ignant eloquence are not always those which most 
affect the happiness of the great body of the.people. The 
misgovernment of Charles and James, gross as it had been, 
had not prevented the common business of life from going 
steadily and prosperously on. While the honour and in- 
dependence of the State were sold to a foreign power, while 
chartered rights were invaded, while fundamental laws 
were violated, hundreds of thousands of quiet, honest, and 
industrious families laboured and traded, ate their meals, 
and lay down to rest, in comfort and security. Whether 
Whigs or Tories, Protestants or Jesuits were uppermost, 
the grazier drove his beasts td market ; the grocer weighed 
Lis currants ; the draper measured out his broadcloth ; the 
hum of buyers and sellers was as loud as ever in the towns ; 
the harvest home was celebrated as joyously as ever in the 
hamlets ; the cream overflowed the pails in Cheshire; the 
apple juice foamed in the presses of Herefordshire ; the 
piles of crockery glowed in the furnaces of the Trent; and 
the barrows of coal rolled fast along the timber railways 
of the Tyne. But when the great instrument of exchange 
became thoroughly deranged, all trade, all industry, were 
smitten as with a palsy. 

The evil was felt daily and hourly in almost eveiy place 
and by almost every class, in the dairy and in the threshing 
floor, by the anvil and by the loom, on the billows of the 
ocean and in the depths of the mine. Nothing could be 
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purclia^'d vritbout a disputo. Over over}' couutor there was 
wrangling from morning to night. Tho workman and his 
employer had a quarrel as regularly as Saturday came 
round. On a fair day or a market day the clamours, the 
reproaches, the taunts, the curses, were incessant; and it was 
well if no booth was overturned and no head broken. No 
merchant would contract to deliver goods without making 
some stipulation about tho quality of the coin in which he 
was to be paid. Even men of business were often haisii- 
dered by tho confusion into which all pecuniary trans- 
actions wero thrown. Tho simple and tho careless were 
pillaged without mercy by evtortionors whoso demands 
grow even more rapidly than tho money shrank. Tho price 
of the necessaries of life, of shoes, of ale, of oatmeal, rose 
fast. The labourer found that tho bit of metal which, 
when ho received it, was called a shilling would hardly, 
when ho wanted to purchase a pot of beer or a loaf of rye 
bread, go as far as sisponce. Where artisans of more than 
usual intolligonco were collected together in large numbers, 
as in tho dockyard of Chatham, they wore able to make 
their complaints heard and to obtain redress. But tho 
ignorant and helpless peasant was cruelly ground between 
one class that would give money only by tale and another 
which would take it only by weight." 

Dispensing with Metallic Money wo might conceive a 
scheme of society in which, without needing 
Could wo incentive in tho form of money payment, 

witrMonoy 1 cach member worked skilfully and vigorously 
at what ho could best do, in which tho chosen 
occuptions were those conducive to tho well-being of tho 
community, in which— conscious that society is an associa- 
tion of mutual co-operation — each individual subordinated 
his own good to tho good of tho whole. Sir Thomas More 
in his Ulojixa describes such a society. Our industrial 



14 


MONET AND ITS FUNCTIONS. 


system is, towever, eutirely founded on purcliase sale. 
Each for the most part, lives not on things in the pro- 
duction of which he himself has helped, hut on things 
obtained by a double exchange. He sells* his services 
(embodied it may be in commodities) ; he receives a claim 
upon thu stock of things in general. He gives specicdised 
services, he receives general pnrchasing power. The amount 
of purchasing power is testified by the coins or the notes 
hecdetains as the result of his services. Upon each coin or 
note we may imagine inscribed, “ The bearer has rendered 
this amount of good service to the commimity ; the com- 
munity is required to render him so much good seivice in 
return.” 

When Robert Owen instituted his National Equitable 
Labour Exchange he issued notes in exchange for services. 
These notes, addressed to the Exchange Store-keeper, 
authorised payment to bearer of -exchange stores to the 
value of "so many hours,” not of “so many pounds.” 
The matter is not quite so simple as this, though the con-- 
ception is sound: our own shares of the National Dividend 
are allocated, not by means of labour notes-, but by means' 
of money. Whether we -wish to be or not, therefore, we 
are all keenly interested in our money system: upon '-it 
depends not only smoothness and proportion in Production, 
but also fairness and right in Distribution. 


How shall we analyse the work performed by money ? 


The ’Work 
of Money. 


Por only by examining its functions shall 
we be able to obtain a clear idea of Money, 
and to form a satisfactory definition of it. 


It is, no doubt, true that even in a complex society like 
ours commodities are ultimately exchan ged for commodities. 
Money is an in termedia ry. It cuts t h e exchange in two . 
Each sale is the half of an e xchan ge ; we do not get money 
in order to keep it, but in order to spend it for the satis- 
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factioaVjf our needs. Tet the seeming complication really 
simplifies matters. Money is.tbe means -nrlierRhy arcliiitig ea 
are effected ; and it d oe s this work be cause it_is_a_means 
whereby the* comparative values of different commodities 


maybe ascertained. It is the third commodity by com- 
parison with which we may estimate how many yards 
of calico must be given for a bushel of wheat, how many 
pounds of potatoes must be given for an ounce of silver. 


Money is itself exchangeable ; it is. in fact, money maiBl y 
because people are ready to accept it in exchang e for goods. 
Tet it does not do all its work by being exchanged. 


In the 

A Heasure 
of Value. 


first place, Money enables us to express the 
relative val ues of the, things e xchan ged. It 
serves as a common meastire of values. At . 
a very early stage in the progress of society, 


the imperative need for a commodity recognised as a 


means of comparing other commodities must have led to 
the adoption of many different “moneys.” Something 
generally acceptable, something in constant request, served 


as the commodity to which others were referred. "We can 
well suppose the owner of -a cow willing to exchange for 
sheep, but dimly conscious that the larger animal was worth 
more than the smaller. If the cow is valued at so many 


ounces of silver ; if the sheep, too, is measured in the same 
unit, then comparison is easy, and interminable higgling 
is avoided. Different lengths are compared by means of 


a common language called feet and inches ; different values 
are, among us, compared by means of a common language, 
pounds, shillings, and pence. Money facilita tes_.exchanges 
much as a system of numbers fa cilitates, calculationsjjor 
as a lan g uag e facilitates_thought. Thinking is perhaps 
possible apart from language; it will certainly be hampered 
and crippled : exchange is possible without money ; it will, 
however, be a lame and halting method. Even when we 
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exchange directly, when we barter a pair of binocifiars for 
a camera, there is a difference from the primitive barter ; 
each party to the exchange mom or less consciously 
measures his article in gold coins, in a money of account. 
Bach uses money though the money is not present. 

Tylor’^ Anthropology gives an interesting illustration of 
the drawbacks resulting from the absence of a unit of 
value : “ The mention of these less precious metals leads 
UBP^ notice the important part which coin has had in 
developing civilisation, and this again belongs to the general 
history of trade or commerce. The modern Englishman^ 
accustomed to shops and counting-houses, hardly realises 
from what rude beginnings our complex system arose. It 
is instructive to see ti'ade in its lowest form among such 
tribes as the Australians. The rough greenstone, valuable 
for making hatchets, is carried hundreds of miles by natives 
who receive from other tribes in return the prized products 
• of their districts, such as red ochre to paint their bodies 
with ; they have got even so far ns to let peaceful traders 
pass unharmed through tribes at war, so that trains of 
yorrths may be met, each lad with a slab of sandstone on 
his head to be carried to his distant home and shaped into 
a seed-crusher. When strangers meet a tribe, they are 
received at a friendly gathering or corrobborree, and 
presents are given on both sides. No doubt there is a 
general sense that the gifts are to be fair exchanges, and 
if either side is not satisfied there will be grumbling and 
quarrelling. But in this roughest kind of barter we do 
not find that clear idea of a unit of value which is the great 
step in trading. This higher stage is found among the 
Indians of British Columbia, whose strings of haiqua-shells 
worn as ornamental borders to their dresses, serve them 
also as currency to trade with, a string of ordinary quality 
being reckoned as worth one beaver skin." We need not 
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suppose definite selection of a medium of exchange ; 
and, doubtless, in an earlj communitj as in one of the 
latest products of civilisation, more than one commodity 
at a time may'have served. The point is, though, that the 
third commodity whatever it is — oxen, or slaves, or slrins, 
or women, or measui'es of meal, etc. — enables things to be 
compared as exchanged.^ Barter is the exchange between 
traders who have no common language, wbo are ignorant 
of one another’s meaning; money provides the comira 
language. 

The unit of value may be anything seen to be desirable 
and having some uniformity among the 
specimens. Hunting communities have 
adopted— tacitly rather than expressly — the 
skin of a beast ; pastoral peoples a head of cattle ; agii- 
cultural communities a common product of the soil, (a 
measure of wheat in Attica, a slab of tobacco in Virgmia 
during the seventeenth centuiy). Adornments, pieces of 
clothing, rifles, hatchets, have all served — and in many 
parts of the world still serve— as means of comparing the 
relative values of services and commodities. In one dismal 
period of the early history of New South Wales, "rum" — 


TTnit of 
Value. 


' The early aspirations after common and easily recognised 
weights and measures are exactly analogous to the eagerness of 
traders for a ready means of comparing the values of commodities. 
The Great Charter of 1215 would have it that “woollen cloths, 
wherever they are made, shall he made of the same width, to wit, 
of two ells within the lists, and of the same goodness in the middle 
and sides.” If that were mode universal there would be less friction 
in exchanges. So if the “ancient right standard” of the silver 
penny were maintained the friction due to disputes over values 
would bo obviated. “ Thou pale and common drudge ’Tween man 
and man,” Bassanio contemptuously calls silver ; but none that has 
considered is able to overlook the economic benefit that men have 
reaped from a sound monetary system. 

B. C. 


2 
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a genmul name given to a strong drink of al/ kinds — 
became such a measure of value. It could be minutely 
divided; be easily recognised; and, since nearly every- 
body wanted it more than anything else, it was readily 
accepted. Land was paid for in “rum”; labour, food, 
and decking were valued at so much of it. "Whatever the 
commodity chosen it becomes a point of reference: just 
as we compare two fractions like ^ by establishing 

denominator common to the two (making them and 
i%)i so we c ompare the values of two commoditi es by 
consid eiing those values Jn i-eference to the value of a 
third commodity that we call money. 

It is not necessary, perhaps it is not usual, for the com- 
modity that constitutes the measure of value 
Vrine . to pass when the exchange is made. In a 
Heee aBarily very early conti-act of buying and selling we 
i ■ may perhaps assume that some measure of 

- ^ ■ the values of the serrices performed was 
present though the exchange was direct. Solomon 
measured in money the value of the cedar trees and hr 
trees he wanted ; Hiram was satisfied that the whecat and 
oil he obtained reached that value: 

“ ‘ I will do all thy desire concerning timber of cedar, and 
concerning timber of fir. My seivants shall bring them 
down from Lebanon into the sea ; and I will convey them 
by sea in floats unto the place that thou shalt appoint me, 
and will cause them to be discharged there, and thou shalt 
receive them: aud thou shalt accomplish m3' desiin, iu 
giving food for my household.’ 

So Hiram gave Solomon cedar trees and fir trees accord- 
ing to all his desire. 

And Solomon gave Hiram twenty thousand measures of 
wheat for food to his household, and twenty measures of 
pure oil : Thus gave Solomon to Hiram year by 3’ear.” 
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Escep'^ioml bargains might thus be effected. What 
the ordinaiy business of life needs, however, 
Barter is in- is liquid purchasing power- in the form of 
a^Complex*** 'money, power that can be made to run in 
Community, any direction desired. You remember how 
Moses in The Vicar of WaJcefield Jjrought 
back to his father and mother the gross of green spectacles 
in exchange for the horse, and how disconsolate they were. 
What they wanted was " general purchasing power ” ; t!3d 
Moses had returned with particular articles of problemati- 
cal purchasing power. In our own case the measure is a 
carefully determined weight of gold. Sir Eobert Peel’s 
famous question, when introducing the Bank Act of 1844, 
emphasises this ; “ My first question, therefore, is, What 
constitutes this Measure of Yalne ? What is the Signifi- 
cation of that word ‘a Pomid,’ with which we are all 
familiar ? What is the engagement to pay a ' Pound ’ ? 
Unless we are agreed on the answer to these questions it 
is in vain we attempt to legislate on the subject. If a 
' Pound ’ is a mere visionary abstraction, a something which 
does not exist either in law or in practice, in that case one 
class of measures relating to Paper Currency may be 
adopted; but if the woi-d ‘Pound,’ the common denomina- 
tiou of value, signifies something more than a mere fiction 
— if a ‘ pound ’ means a quantity of the precious metals of 
certain weight and certain fineness — if that be the definition 
of a ‘ Pound,’ in that case another class of measures relat- 
ing to Paper Currency will be requisite. .Now, the whole 
foundation of the proposal I am about to make rests upon 
the assumption that according. to practice, according to 
law, according to the ancient monetary policy of this 
country, that which is implied by the word ‘ Pound ’ is a 
certain definite quantity of gold with a mark upon it to 
determine its weight and fineness, and that the engage- 
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ment to pay a ‘Pound’ means notliing, and cs(n mean 
nothing else, than the promise to pay to the holder, when 
he demands it, that definite quantity of gold. We want 
only a certain quantity of paper, not inddbd fixed and 
definite in nominal amount, but just such a quantity and 
that onjy, as shall be equivalent in value to the coin it 
represents." He was not, you note, quite accurate 
in saying this. " Pound ” in its long history has 
signified many things other than about a quarter of 
an ounce of gold with a little alloy. What does it signify 
now? 

" The shilling, too, seems originally to have been the 
denomination of a weight. TF7ick w/ieaf is at txeches thil- 
lings the quarter, says an ancient statute of Heniy III., 
then wastcl bread of a farthing shall weigh eleven shilling.s 
and four pence ” (Adam Smith). Actual paymeut , how- 
ever, may be in bronze or silver, or cheque, or book credits. 
Always with us there is the reference to that weight of 
gold, though ; even in our refinements of currency, in the 
cheque and the bill, we have somewhere in the background 
the fixed weight of gold. 

During the great stretch of our history before 1816 the 
unit of value was a pound weight of silver. 
The Weight of q; actual coins were, however, pennv weigh Us 
Matters. Tiw ot weight). So, too, in the 

Homeric poems we have no mention of coined 
money. But we have mention of a very tangible unit for 
measuring values, the cow (or ox) ; and along with it we 
have mention of the talent {talenton, a definite weight) of 
gold. We read of the relinquishing of " golden arms for 
brazen, those worth one hundred beeves for those worth nine 
beeves ’’ (Xpwrfa XoAKaoir, cKurop/iot ivved fiotiav'). It. 
may bo presumed, however, that though the measurement 
of value was e.xpressed in oxen, the actual medium of 
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exchange, for the few exchanges that did tahe place, was a 
weight of gold or of silver. * 

In our monetary transactions we nowadays count the 
pieces of metal instead of weighing them, obviously a much 
more convenient operation. The coins, we say, pass b y 
iale not by weig ht. Yet it is the weight that matters, as it 
was in the early land transaction when “ Abraham weighed 
to Ephron the silver, which he had named in the audience 
of the sons of Heth, four hundred shekels of silver, currmt 
money with the merchant.” Currency by weight was first 
in point of time; and men revert to it whenever the 
currency becomes debased. We take and give coins b y 
tale because we and o thers t rust to the Goyermnent’s 
guara ntee ofjveigWi. When, however, a banker sends gold 
abroad he either culls full weight sovereigns or buys bar 
gold ; for in pay ments abroad his gold passe s by weight 
not bvtale. Our sovereign, indeed, used to have a kind 
of international currency ; it was readily accepted upon the 
Continent and in the East. But that was because the 
whole world had implicit confidence in its weight and 
quality ; a confidence, it might be well to emphasise, that 
was thoroughly deserved. 

■ The essential properly of money, in other words, is not 

the serving as a measure of value. That, 
is important; it is, in fact indispen- 

■ ' sable that a commercial community shall 
have a gauge for estimating values. How important it is 

^ In an old statute De Ponderibus it is declared that 32 grains of 
wheat taken from the middle of the ear gave the weight of a silver 
penny. It took four wheat grains to weigh three barley grains ; so 
that we still have “24 (barley) grains make 1 pennyweight.” 
Weight of metal was the matter of importance. The coin was a 
Government-guaranteed weight; though in process of time the 
guarantee, in respeet of weight, could not be relied on. A silver 
penny weighed very much less than 24 grains of barley. 
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WB realise verj efEeetively when the measure becomes un- 
certain and fluctuating. The essential property of moneyi 
however, is its power to serve as a pledge whereby he that 
parts with a commodity or renders a service' is assured of 
a commodity or service — regarded by him as of equal 
value — ^in return. It is an intermediary, a medium of 
exchange. The ultimate exchange is, no doubt, commodity 
for commodity (service for service) ; or, applying the 
sigtement to the facts of international trade, exports for 
imports. The intervention of money enables this exchange 
to be performed in two operations ; and, most likely, the 
second operation between two diflerent bargainers. Money 
intervenes for a larger or shorter while between the two 
parts of the transaction. Obviously, though, the more 
people are able to trust one another the less needful is 
money as a medium of exchange. In our modem business 
world, where exists an amazing trust among men, it is 
hardly needed at all. Its service as a measure of values is 
alone required. 

Money is a visible, tangible assui'ance that a claim upon 
the community — a claim based upon services rendered — 
will be honoured. We take mon ey for pur_seryioes, .be- 
cause we are convinced that others w ill take it from us in 
ret urn for service s. And anything in regard to which we 
have this conviction is money. It may be a piece of metal, 
the weight and quality of which are guaranteed by the 
public authority and attested by the public stamp. Such 
are our gold coins. It may be a written promise to pay 
gold, given by one enjoying public confidence. Such are 
the notes of bankers. It may be a piece of paper purport- 
ing to be the equivalent of a weight of metal. Such were 
the Treasury Notes issued during the War period. People 
do not question whether it really is equivalent: so long as 
they do not doubt about its ready acceptance by others it 
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is money. people did begin to question wlietlier there 
really u-as gold behind a note, the note would so far lose its 
character as money. Money is not_‘.‘ good ” if jJiere Js any 
limitation in its being ac cepted . 

The one property tliat suffices to malce anything what- 
ever into money is the property of being acceptable 
throughout a community. The community may be a 
small one, like the inhabitants of one of those towns in 
which during the European "War siege money was issued 
for 50 centimes and 1 franc, or like tho restricted circle 
among which a cheque signed by a person known and 
trusted ciroulates. Dunkirk “Chamber of Commerce 
litotes ” were not current in tho Calais area ; and a cheque 
drawn by William Fraser of Liverpool might not bo 
ncccpt.ablo to a hotel proprietor in Brighton. A party 
sitting down to a game of poker make, by express agree- 
ment, coloured pieces of bone into money ; at the particular 
time aud in tho particular place— for tho purposes of tho 
game, that is — the counters circulate as money among the 
players. And tho tiny community may place any value 
upon them at its will and pleasure. They say “ it shall bo 
so ” much as a government issues its fiat, its decree, and 
tho money becomes so. They are claims ; the claims ai'o 
satisfied at tho end of tho game by the player acting ns 
banker. But tho coins or notes ho exchanges for the 
counters arc, in their turn, merely claims upon a wider 
community. Tho agreement to satisfy these claims may 
be a tacit one. Nono tlio less, so long as society holds 
together, the claims are honoured. 

Tho community ready without question to accept this 
“ money ” may bo a largo one, may in fact 
include tho whole commercial world. So it 
IS mth. gold, the recognised instrument for 
the transfer of wealth among nations. Even a Bank of 
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England note lias a narroiver range tlian coined or uncoined 
gold. We may not fear in tlie sliglitest tliat the value of 
the note will he suddenly desti'oyed through the insolvency 
of the issuer. Nor, relying upon our Bank* Act, need we 
fear that the value of the note will be suddenly diminished 
as a result of excessive issues. Yet, because coin can be 
used as a medium of exchange over a wider area,- not 
because it is made of a more expensive material, the gold 
is^ better money than notes. It is current (runs about 
on its business of moving property from one owner _to 
another) among many more people. It is more genmnUy 
acc^t^le. 

Apparently irresistible causes have made gold, and, to a 
less extent, silver the typical means of ex- 
change ; and in a developed society like ours 
other means of exchange invariably have 
reference to gold. Cattle may have served as a rough 
measure of value, though the primitive mind itself must 
have been conscious of a difference between the fat and the 
lean Idne; as the Laplander must discriminate between 
the deci'epit reindeer unable to inin a mile and the stout 
animal capable of strenuous work throughout the day. 
We can hardly suppose, though, that cattle actually passed 
as the intermediary in an exchange. At a very early 
period jewels were 'prized and sought after. Here, again 
the lack of anything like uniformity, the impossibility for 
anyone except an expert to arrange them in order of pre- 
cedence, made jewels most unsuitable as a measure of viilue 
and therefore as a means of exchange. There could, more- 
over, be no possibility of regulating purchasing power. 
The jewel must pass for a single transaction j for its value 
would be largely destroyed by division. Doubtless being 
easily carried and concealed, so that a man might have his 
Tvhole fortune in a small compass, jewels were excellent ns 
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Oi store of value — as a means of concentrating savings. We 
are indeed told that in our own liigUy developed financial 
system some financiers seek assurance against the changes 
and chances *of a life of risks by forming such a reserve. 
When all else fiiils, the diamonds and pearls possessed by 
their ladies supply a basis for new schemes. ,More is 
needed for a good money material, however, than the 
capacity to serve as a means of saving as a store of value. 
To be accepted w ithout que s tion — the essential propwrty 
of money — ^money must present itself in easily recognisable 
fonn. It must-be recognisable without difBculty; it must 
be accepted at a certain and widely known valuation; and 
there must be no doubt about quality and quantity. The 
metals are unifom enough; it needs little skill to 
recognise them ; and, by the process of coining, weight 
and quality may be guaranteed by the public authority. 

Gold and silver, the metals to which the term “ precious " 


The Ideal 

Honey 

material. 


has been rather unfairly applied, possess 
other properties rendering them the ideal 
money material. The desire for ornament 


was probably as strong in the first finders of 
these glittering metals as it is among their latest descen- 


dants ; and gold and silver satisfy the desire for ornament. 
Distinction from rarity and costliness of adornment has 
always been a strong motive among men and women ; and 
the precious metals were never obtained without much toil 
and trouble. That gold and silver were selected spontane- 


ously by manldnd as the money materials makes them 
more, not less, suitable for this purpose. In like manner 
bills on London — “ sterli ng bills.” paya ble at some London 


bank — have become an international currency for tonsMt- 
ingjoreign.trade. And the financial position of London 
is the stronger because it is the convenience of merchants 
throughout the world that has mode it the settling place of 
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international obligations. Neither the choosing of gold as 
the money material, nor the choosing of a London bill as 
the means of settling international obligations, results from 
a definite arrangement among men. Considel-ation of this 
suggests how difScult it would be to supersede either. 

The most satisfactory definition of lawful money as iliat 
which passes free^ from owner to owner throughout the com- 
mun{tv , _in final ..disejarne. of delts and full payment for 
corgsnodities lays.stress upon this primary function of being 
a readily acceptable pledge. The other functions are in 
truth derivative from that function. One reason why the 
“ money,” whatever it is, passes freely is that people are 
confident that, though they wait a while, their claims upon 
the community — claims vouched for in the money— will be 
honoured. In other words, people are confident that what 
they call a pound null next week, and next year, buy about 
as much of the necessaries and comforts of existence as it 
does this week. Money is a measure and a pledge for 
future payments : it is a stand ard for deferred painnaits. 

Now, gold is not absolutely stable in value : an ounce of 
gold has . not, throughout the ages, been 
Gold Relatively valued at an unvarying amount of wheat or 
Vrine “ oil Ur wine (see Chap. VIII.). Changes great 

enough to be called revolutions have taken 
place in the value of gold relative to the value of the other 
commodities. The changes have usually, however, been so 
gradual, so slight, that they have been perceptible only by 
means of careful observation and calculation. Yet gold is 
less liable to fluctuations in value than the vast majority 
of the things with Avhicli it is compared (I’.c. which it pur- 
chases). Sup2)ly cannot change rapidly. For, even with 
modern methods of winning the metal from the intractable 
substances with which it is bound, the getting of gold is a 
laborious and tedious process. It is, indeed, quite possible 
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that on the whole more gold is put into the mines than is 
taken out of them: the gold-nuner — the shareholder in 
the gold-mine, certainly — gets less than the ordinary rate 
of profit, th^ balance being made up by the exhilaration 
of the adventure (either the venture of money or of labour) . 
And we may dismiss those rumours of “ synthetic gold " 
(whereby Germany will pay off her war reparations and 
upset the world’s money economy) as American lecture 
sensations or jouruabstic inventions. Nor, until theKftis 
a complete alteration in men's minds, can demand change 
rapidly; the hunger for gol d is universal, is a part of our 
history and literature, is as keen among half-savage races 
as among the highest developments of civilisation. We 
may, if we like, say that the value of gold is largely depen- 
dent on custom, on fashion : it is a convention. But then 
custom is a factor in value, and the custom of desiring gold 
.is ingrained in men’s minds. Prom age long experience 
men hnow that gold will be readily accepted in exchange ; 
and anything readily accepted in exchange is money. 

We are told that the amount of " savings ” in a corn- 


money enables 
"Savings” to 
Accnmulate. 


mimity, as with an individual, depends upon 
two factors — the poiaer to save (the extent to 
which production exceeds necessary consump- 
tion), and the wUl to save (the readiness to 


abstain from the utmost possible consumption) . Obviously, 
a person can only save what he is not obliged to spend ; and, 
obviously too, few are willing to confine themselves to what 
are the barest necessaries of life. Both factors are needed 


if saving is to continue: we must have a considerable 
surplus over bare necessaries ; and we must have some 
reason for being willing to abstain from consuming that 
surplus. There is nothing absurd in speaking in this 
sense of the abstinence of a great capitalist. His will to 
save is doubtless stimulated by the increased power at his 
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disposal in the future ; and his personal consumption 
doubtless extends to far more than “ mere ” necessaries. 
Tet without the knowledge that he would in future — and 
ultimatelyby his last ivill and testament — be able to dis- 
pose of his accumulated claims upon the community, we 
may assjime that his already great expenditure upon un- 
productive purposes would bo immensely greater. He 
would find some way of employing his “ earnings ” for his 
peveonal gratification ; and this way might not conduce to 
the benefit of the community. Money, so long as it has 
something of stability in purchasing power, gives him the 
knowledge that the claims ho accumulates will remain at 
his disposal ; and so he continues to accumulate claims — 
attested by figures in the banker’s ledgers.* 

“ The greatest part," says Mill, "of the utility of wealth, 
beyond a very moderate q^uantity, is not the indulgences 
it procures, W the reserved power which its possessor 
holds in his hands of attaining purposes generally ; and 
this power no other kind of wealth confers so immediately 
or so certainly as money." The capitalist, therefore, stores 
up value — “ saves money.” But this phrase no longer 
means the hoarding of coined treasure. It means that to 
the banker, the ledger-keeper of the community, has been 
handed over control of a part of the community’s income, 

' Clearly, saving would bo pointless if there was a possibility, 
much less a probability, that the thousand pounds would speedily 
buy no more than a thousand pence would have done. The pre- 
cipitous fall in value of the Austrian crown killed saving in that 
dismembered country. There, wo arc told, instances like the fol- 
lowing taught men to spend and enjoy rather than to save and 
wait Twenty thousand crowns were left equally to two brothers : 
the one left his share in the bank and it is still ten thousand crowns 
— ^with a purchasing power that has dwindled almost to nothing ; 
the other spent his share on costly wines— and the empty bottles 
now command more than the ten thousand crowns. 
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services au'd coilunodities. This control is again handed 
by the banker to the broker, or more usually directly to 
the man who can develop trade and industry by its means. 
The "monej*” saved, therefore, supports some kind of 
productive labour— since only by so doing, only by the 
constant reproduction with a profit of the goods consumed, 
could the system continue. Honey that is, not ol^y adds 
to the poicer to save, since by facilitating exchange it 
increases the productive capacity of a community ; it dso 
provides an incentive to the will to save, since it assures 
the saver that his abstinence from present consumption 
will enable him to dispose of chiims to consumption in the 
future. As affording a store of value, therefore, money in 
its latest development— as a claim upon the banks— per- 
forms a very desirable function for a community. The 
amassing of capital will proceed if there is a reasonable 
hope that he who saves will in the future be permitted to 
enjoy. 

Thus we have : 

( "Money’s a matter of fnnotions four, 

A medium, a measure, a standard, a store.” 

But these functions are not equal in importance; and their 
impoidance has varied with the development of money 
among us. 

Now that our banking system has so developed that 
figures in. a banker’s books are the evidence of a person’s 
claims upon the community, metallic money has ceased to 
be of im porta nce as a stor e of . value . Hoarding is practised 
only when a civilisation breaks.,down,.and.when it becomes 
general it ruins t he credit_8tructure. There was, even 
among us, some hoarding at the outbreak of war in the 
August of 1914; but most of our people were still content 
to have their wealth attested in the bank ledgers. 
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And, as i7e skill see later, it is onlj in tlie smallest 
transactions that metallic monej now serrea as a medium 
of exchange. With the increase of long term transactions 
the function of money as a measure of value (of value here 
and now, of value at a distance in place or in time) has, 
howeveTj. become of surpassing importance. 



CHAPTER 11. 


VAEIOUS FORMS OF MONET: 

Metallic Oubsencies ans Coikage. 

We may regard a coin as (1) a definite weight of a 
^ definite suhstance (both the weight and the 

quality being guaranteed by the public 
authority), made into a conTeniently handled shape and 
marhed with a design enabling people readily to recognise 
it; or (2) a metal token marked by the public authority 
and serving as representative of a definite fraction of the 
standard coin. Our sovereign is an example of (1), our 
shilling of (2). The guarantee of a person or a corpora- 
tion, trusted by the people, may be accepted in lieu of the 
guarantee of the public authority. The bars of silver — 
sycee — current in China bear the seals of banker or of 
assayer to attest goodness. In most countries, liowever, 
the State assumes the monopoly of coinage ; the State’s 
guarantee is the one relied upon. 

It was a great step in the progress of exchange (and of 
the civilisation so closely bound up with it) when the 
precious metals were adopted as the third commodity 
intervening between things exchanged. A further great 
step was accomplished wh6n the metals were made into 
uniform pieces. It obviously adds to the ease and 
speed with which exchanges can be made when the pieces 
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pass by tale instead of by weight (by eourding, a process 
that even the earliest traders could cairy out, rather than 
by weighing, for which the requisite delicate balances could 
rarely have been available). Very early, therefore, the 
device of coining must have suggested itself. The precious 
metal, silver or gold, may have been shaped into approxi- 
mately uniform rings or bracelets. As such it paid a 
double debt ; it served at once as an ornament — ^valued 
the more because of its costliness and rarity, and as the 
tangible evidence of pui'chasing power. The “ Jewels of 
gold” referred to in the Old Testament may have been 
such. Such, certainly, was the “ ring-money ” we see in 
old Egyptian sculptures and paintings. 

In our own times the transition from coin to ornament 
(to plate or brooch or chain) and back again 
buyer when we would sell 
other commodities, we can have our gold 
turned into coin at wiU) is an easy process. " For our 
martyred Charles I coined my plate,” said the Cavalier ; 
and even during the Great War there were some half- 
hearted attempts at mobilising the gold in the hands of 
the warring nations. The qualities, in truth, that have 
made gold and silver our money material are largely such 
- as are closely connected with ornament. There is the 
attractive lustre ; there is the possibility of manipulating 
the gold and silver into agreeable shapes (for gold and 
silver can be readily hammered and drawn into the desired 
forms) ; and there is the possibility of imprinting upon 
them intricate and beautiful designs. Our gold sovereign 
is a thing of beauty as well as a store of value. The 
metals are, moreover, comparatively rare ; so that posses- 
sion of them confers a kind of distinction. Widely dis- 
tributed though gold is, the annual output is less than 
400 tons a year, whereas the yearly output of iron is over 
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40 million tons. Gold and silver are abundant enough 
for use as monej'; a very rare metal, iridium or even 
platinum, would clearly be unsuitable. Yet gold and 
silver are not* so abundant as to lose value; a small bulk 
suffices to certify much property. The metals could be 
divided into portions sufficient to serve as purchasing 
power for the commoffities sought, and the reuniting of 
portions restored the value of the piece. 

Adam Smith, after detailing the various commodities 
that have served as the common instrument 
F^°of commerce, concludes: “in all countries, 

Honey. however, men seem at last to have been 
determined by irresistible reasons to give the 
preference, for this employment, to metals above every other 
commodity. Metals can not only be kept with as little 
loss as any other commodity, scarce anything being less 
perishable than they are, but they can likewise, without 
any loss, be divided into any number of parts, as by fusion 
those parts can easily be reunited again ; a quality which 
no other equally durable commodities possess, and which 
more than any other quality renders them fit to be the 
instruments of commerce and circulation. 

The man who wanted to buy salt, for example, and had 
nothing but cattle to give in exchange for it, must hare 
been obliged to buy salt to the value of a whole ox, or a 
whole sheep at a time. He could seldom buy less than 
this, because what he was to give for it could seldom be 
divided without loss ; and if ho hod a mind to buy more, 
he must, for the same reasons, have been obliged to buy 
double or triple the quantity, the value, to wit, of two or 
three oxen, or of two or three sheep. If, on the contrary, 
instead of sheep or oxen, he had metals to give in exchange 
for it, he could easily proportion the quantity of the metal 
to the precise quantity of the commodity which he had 
B. c. ’3 
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immediate occasion for.” We need, only look at the 
various forms of metallic money in some good museum, 
however, to realise that the device of coinage— enabling 
the pieces to be taken without hesitation 'and without 
question — ^was the result of a tedious process of evolution. 

Mon^ seems to us so obvious a convenience, seems so 
much a necessary to a society based on exchanges, that we 
sometimes forget that it is not even now universal : large 
parts of India and the gi'eater part of Africa have no money. 

The invention of coinage is ascribed to the Grecian 
G3'ges (“the golden Gyges”) of Lydia at 
Coln^^ the beginning of the seventh century before 
Christ. Those who built the pyramids and 
sculptured the sphinx seem to have had no coined money. 
The Lydian coins, staters (a word implying a definite 
weight) were of electron (a mixture of gold and silver). 
The colour of the metal, which was found in the country, 
suggested amber; and the name of amber was applied to 
it. Following this lead the other Grecian states gt^ually 
relinquished the estimating of values in heads of cattle. 
A silver currency — ^the stater of .ffigina being the standard 
silver coin— became established. This made trade possible 
and enabled capital to be accumulated. Possibly it was 
the priesthood who devised this method of readily reckon- 
ing values. For, since men placed their treasmes for safe 
keeping at the shrines of the gods, the priests as custodians 
would need some speedy method of calculation. The early 
coins were dedicated to a deity; as indeed our modern 
coins bear some reference to our religion— our coins bear 
the image of George, Dei Gratia, (by the grace of God) 
Eing, Defender of the Faith. 

How greatly coining added to the ease with which men 
were enabled to help one another is admirably explained 
by Adam Smith himself: “Iron was the common instru- 
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meut of commerce among tbe ancient Spartans ; copper . 
among the ancient Bomans ; and gold and silver among 
all rich and' commercial nations. 

Those metals seem originallj to have been made use of 
for this purpose in rude bars, \7ith0ut any stamp or coin- 
age. Thus we are told by Pliny that, till the, time of 
Servius Tullius, the Bomans had no coined money, but 
made use of unstamped bars of copper, to purchase what- 
ever they had occasion for. These rude bars performed 
at this time the function of money. 

The use of metals in this rude state was attended with ' 
two very considerable inconveniences ; first, with the trouble 
of weighing; and, secondly, with that of assaying them. 
In the precious metals, where a small difference in the 
quantity makes a great difference in the value, even' the 
business of weighing, with proper exactness, requires at 
least very accurate weights and scales. The weighing of 
gold in particular is an operation of some nicety. In the 
coarser metals, indeed, where a. small error would be of 
little consequence, less accuracy would, no doubt, be neces- 
sary. Tet we should find it excessively troublesome, if every 
time a poor man had occasion either to buy or sell a farthing’s 
worth of goods, he was obliged to weigh the farthing. 

The operation of assaying is still more difficult, still 
more te^ous, and, unless a part of the metal is fairly 
heated in the crucible, with proper dissolvents, any con- 
clusion that can be drawn from it, is extremely uncertain. 
Before the institution of coined money, however, unless 
they went through this tedious and difficult operation, 
people must always have been liable to the grossest frauds 
and impositions, and instead of a pound weight of pure 
silver, or pure copper, might receive in exchange for their 
'goods an adulterated composition of the coarsest and 
cheapest materials, which had, however, in their outward 
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appearance, been made to resemble those metals. To 
prevent such abuses, to facilitate exchanges, and thereby 
to encourage all sorts of industry and commerce, it has 
been found necessary, in all countries that have made any 
considerable advances towards improvement, to afBx a 
public ^tamp upon certain quantities of such particular 
metals as were in those countries commonly made use of 
to purchase goods. Hence the origin of coined money, and 
of those public offices called mints ; institutions exactly of 
the same nature with those of the aulnagers and stamp- 
masters of woollen and linen cloth. All of them are 
equally meant to ascertain, by means of a public stamp, 
the quantity and uniform goodness of those different com- 
modities when brought to market." The hall-marking of 
gold and silver plate in order to attest the quality of the 
metal is analogous to the imprint upon the coins. No 
plate may in our country be exhibited for sale until it has 
beeu impressed with the mark of one of the authorised 
assay offices. The proportionate amount of gold and of 
silver is placed alongside the mark, the mark of the four 
assay offices at present open being for London a leopard’s 
hea^ for Chester a sword erect between three garbs 
(wheatsheafs), for Birmingham an anchor, for Sheffield a 
crown for silver, a York rose for gold. The marking is 
carried out by qualified public officials quite disinterested — 
as far back as 1423 the Hing's assayer was spoken of as 
“ a person indifferent betwixt the Master of the Mint and 
the merchant” — so that we may confidently rely upon the 
mark as a guarantee. (See Appendix, “ Trial of the Pyx .) 

Coinage is a public function. Kings and governments 
are called upon to provide a good measure 
for value as urgently as they are called upon 
to provide a good measure for lengths or for 
weights. Nor should the profit made from coinage be a 
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matter greatly considered any more than that a profit 
should he expected from the administration of justice. The 
provision of a great public convenience like currency should 
be regarded as an essential function of government; and 
any expense it entails is properly borne by the public. 
Yet princes have at times undertaken the duty of providing 
currency less from a desire to promote the well-being of 
their subjects than because they could, by manipulating 
the coinage, make to themselves an undetected gain. 

We have these melancholy conclusions, written in 1776, 
but abundantly illustrated since, never more forcibly than 
during recent years: “In every country of the world, I 
believe, the avarice and injustice of prmces and sovereign 
states, abusing the confidence of their subjects, have by 
degrees diminished the real quantity of metal, which had 
been originally contained in thdr coins. The Eoman As^ 
in the ktter ages of the Eepublie, was reduced to the 
twenty-fourth part of its original value, and, instead of 
weighing a pound, came to weigh only half an ounce. The 
English pound and penny contain at present about a third 
only; the Scots pound and penny about a thirty-sixth; 
and the French pound and penny about a sixty-sixth part 
of their original value. By means of those operation's the 
princes and sovereign states which performed them were 
enabled, in appearance, to pay their debts and to fulfil 
their engagements with a smaller quantity of silver than 
would otherwise have been requisite. It was indeed in 
appearance only ; for their creditors were really defrauded 
of a part of what was due to them. All other debtors in 
the s^te were allowed the same privilege, and might pay 
with the same nominal sum of the new and debased coin 
whatever they had borrowed in the old. Such operationsi 
therefore, have always proved favourable to the debtor, 
and ruinous to the creditor, and have sometimes produced 
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a greater and more nniversal revolution in the fortunes of 
private persons, than could have been occasioned by a very 
great public calamity.” 

In 1545, for instance, Henry "VHI., who iu,d not only 
spent the hoard gathered by his father but had incurred 
great dfbts beyond, at a stroke reduced the number of 
grains of fine silver in a testoon (or shilling) from ten to 
four. In order that he might pay only forty per cent, of 
his debt, he released all other debtors from sixty per cent, 
of theirs. 

Our sovereign is the unit of measurement of value ; and 
its importance far transcends national limits- 
®*“' metallic currency serves for 
the convenience of the innumerable trans- 
actions of daily life, to pay for a bus ride, a cup of coffee, 
a tie, a visit to a football match. How far is our system 
adapted for such exchanges ? The question is discussed 
fully in the section relating to Decimal: Coinage. Here 
it may be pointed out merely that a good coin age_BYB.tem 
is one _that jenables exchanges to be made readil y an d 
smoothl y. If we are, in exchange for our goods or services, 
to accept the coins readily, we must be able easily to 
recognise them ; we must be certain of their weight and 
quality; we must be confident that others will readily 
take them from us in return for the services we seek. 

The coins should therefore be difficult to counterfeit or 
to pillage of any of their metal. The various devices of 
the Mint — ^the indenting and raising of the edges, the 
beauty and fulness of the designs — are not solely, or 
mainly, to produce a handsome coin. They are largely so 
that successful imitation may be laborious and costly- 
The sizes, shapes, and weights of the coins, should be 
convenient for liandling and for carrying in the pockets. 
The crown piece and the double-florin are probably too 
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large, the threepenny piece too small except, to use the 
old phrase, “ for G-od and ■works of charity.” The circnlar 
disc seems to be the most convenient form : it is certainly 
better than s(|uare pieces or cnbes ■with their sharp corners. 
Nor need we raise much objection to the ■weights, though 
there seems little to be gained from the larg^ bronze 
pennies and half-pence. The relative values of the coins 
should, in order that smoothness in exchanges may be 
obtained, permit of ready division and of the giving of 
change. It is suggested in Chapter YI. that our present 
system, combination as it is of the decimal and duodecimal, 
is in practice thoroughly satisfactory. 

It has taken a long time to evolve our present system 
of currency. The stages in the evolution 
Klint. may roughly be divided into four. (1) There 
was a curre ncy, mjvhioh. one or morejnetals 
passed by ‘weujht, (2) Uniform pieces were made, of on e 
or more metals, ^and these pieces passed by counting,.by 
idle. (3) There was ajettlement, a tacit or an explicit 
agrement, of the relation betwe^en one metal and another. 
It was, for instance, decided that one ounce of gold should 
be regarded as the equivalent in value to 15^ ounces of 
silver. There was, that is, a tarificaiion of moneys. (4) 
As men grew more accustomed to t rust o ne-another the 
tangible pledge afforded by the precious metal became 
unnecessary. Men were content with simple pr omis es to 
fulfil obligatio ns; and money came to be very largely 
paper. Yet this latest development itself is linked with 
the^Srliest; our paper is a promise to give, or an order 
to pay, or a certificate entitling one to a definite weight 
of gold. 
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BNailSH MINT REaULAnOKS AM) COUTAaE 
ACTS: LEGAL TEM>ER. 

MAIKTAINIirG iNTEaWAIi EqUITAEBNCE OP LbGAIi 
Tekees Moneys. 

The English system of metallic money is the typical 
gold monometallic system. Gold alone is legal 
metaffis;^' 'to a,ny amonnt; gold alone is coined 

to any extent at the xvill of the pereon who 
owns it, and without any charge ; gold is the basis of the 
currency and the standard of ralue. The Statute of 1816 
(revised and consolidated in 1870 and amended in 1891) 
decreed that henceforth we should have the single gold 
standard, that silver should be merely subsidiary. We 
should note, too, the Act of 1920 whereby the issue of 
“silver” coins, containing 60 per cent; of nictel was 
authorised. The Act of 1870, consolidating and amending 
the Coinage Law, is the one to which we now refer. 

The money of account is the pound sterling (jS) repre- 
sented by a gold coin called a sovereign. Even when prices 
are expressed in shillings or pence, the meaning attached 
to these prices is so many ^^gths or 
Not so many silver or bronze coins are to be understood. 
The guinea, too, though it ceased to be real money in 1816, 
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still persists as a money of account. It is not, of course, 
necessary that the moncT of account should be t h e standard 
coin or even tliat it _shoiild_b e any coin at all. Pees are 
often enougb charged in guineas, yet no guineas are now 
coined. In France the money of account is the gold franc ; 
but little gold was, even before 1914, in circulation* and no 
gold francs are coined. In early times a shilling was the 
money of account for large payments. In the laws of Ine, 
for instance, we read : “ Be sunnan-daeges weorcum : Grif 
theowmonn wyrcie on sunnan-daeg be his hlafordes haese, 
sie he frioh, ond se hlaford geselle xxx schillinga to wite.” 
(About Sunday work : If a slave works on the Sunday by 
the command of his owner, the slave shall be freed, and his 
owner fined thirty shillings.) But no shilling was coined 
before 1504. Our gold sovereign can still be oui- money 
of account though paper substitutes for it pass from hand 
to hand: the one thing necessary is that, at the option of 
the holder of the paper, the gold shall be forthcoming. 

The gold coins in common currency before 1914 were the 


The Standard 
of Value. 


sovereign and half-sovereign. During the 
war and for a few years following they were 
replaced by Treasmy Notes. With the with- 


drawal of Treasury Notes there will, in accordance with 


the recommendations of The Cun-ency and Foreign Ex- 


change Committee (1918) probably be an issue of Bank of 


England notes of low denominations. It is imlikely that 


gold will again freely circulate : that forming the basis of 
our currency, and having exact parity with the notes 
representing it will be in a reserve in the Bank of England. 

Two-pound and five-pound gold pieces were for purposes 
othei’ than currency also coined. The chief 
C^B silver coins are the half-crown, florin, shilling, 

sixpence and threepence. Five and four- 
shilling pieces are current, though not since 1890 coined 
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(see p. 63). For the alms-giving ceremony performed for 
the King on Thursday before Easter (Maundy Thursday), 
fourpenny (groat), twopenny and penny silver coins are 
issued. This emission of the smaller coins may remind us 
of an early attempt to obviate the inconvenience of having 
coins oft one kind only. Dow n to Ed ward the Third’s 
reign, silver was th e onlyjmetal coined, and with a few 
doubtful exceptions, the silver penny the only coin. Eor 
small payments the coin was too valuable ; for large pay- 
ments the weight of silver was a. drawback, and the coin 
was not valuable enough. A curious petition in 1379 begs 
the king to issue halfpennies and farthings, among the 
arguments used -one being that since beer was selling for 
three ^llons a penny, a pennyworth at a time was exces- 
sive, and another that the penny was too valuable “ for 
God and for works of charity,” for collections in church 
and for almsgiving. Token coins were issued to satisfy the 
demand for small change ; and the gold noble — about 10 
per cent, heavier than our sovereign and valued at 80 
pennies — served in big transactions. 

The bronze coins are the penny, halfpenny, and farthing. 
_ „ . The subsidiary coins are not related to the 

sovereign or to one another on any definite 
scheme, decimal or other. The duodecimal relation (divi- 
sion by twelve) rules rather than the decimal (division by 
ten). And this system is deeply rooted in the history of 
our people; so that any change therefore needs serious 
consideration. Just as in language the best word to use is 
not necessarily the .simplest, but is rather that which serves 
the most readily to convey thought from mind to mind, so 
the best money system is that which is best understood by 
the community it serves. The one idea determining the 
fixing of the denominations has been the convenience of 
trade : for practical purposes the coins are well enough. 
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and fcliat is all we need trouble about. The suggestion for 
a rigid decimal system is discussed fully in Chapter Vli. 

Our gold sovereign, the coin upon which our whole 
currency is based, our standard of value, 
is a definite weight of pure gold with a little 
alloy. Our coinage laws (1816, 18W, 1891) 
decree that 40 pounds troy of standard gold shall be 
turned into 1869 soveieigns. The proportion of pure gold 
in standard gold is 22 against 2 of alloy : in other words 
standard gold is ^ths pure. Experiments seem to have 
shown that this proportion gives the coined gold the 
greatest resistance to abrasion. 

The sovereign, too, is our money of account, the unit in 
which payments are calculated. 

It will be seen that one ounce of standard gold is equi- 
valent to sovereigns. This only is what is meant by 
the statement that the Mint price of gold is .£3 17 b. 10|d. an 
ounce. The Mint price is simply an awkward way of de- 
fining the weight of a sovereign : a full sovereign is a little 
over an ounce troy, or 123’27447 grains. The United 
States method of fixing the amount of gold appears the 
more sensible. To fix the weight of a gold dollar there, it 
is decreed that for every 23'22 grains of gold delivered to 
the Assay office there shall be delivered one dollar, or one 
dollar bill. 

The coinage of gold is free: anyone may have standard 

gold turned into sovereigns, receiving 3 Jffths 

Free and for eveiT ounce he tenders to the Mint ; and 
GratnitouB .. e. tiai 

Coinage. receiving for pure (fine) gold 4% sovereigns 

for every ounce. The State in its quality of 

overlord does not take toll (beigniobage) of the gold 


proffered for coinage. 

The coinage of gold is also gratuitous, no charge is made 
for turning the bar gold into coins. The weight of 
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sovereigns returned to tlie person who takes gold to the 
Mint is esactly equal to the weight of standard gold taken 
to the Mint, as if a cotton manuEacturer should return the 
same weight of calico as that of yarn receivei The St ate 
hears the expenses of coinage (BSASsfaE). JDhis j^e and 
gratuitotis coinage is, indeed, a striking point about our 
currency system: the gold as a commodity valued for ex- 
port or for melting pot, is exactly of the same value as the 
gold coined. The hammering of a sovereign into a shape- 
less piece of gold has no effect upon its value. In other 
words the sovereign derives no part of its value from its 
being coined gold. 

The arguments urged in 1816 for establishing this parity 
between coined and uncoined gold appear to have been ; 
(I) if the expenses of coinage were deducted the measure 
of value would not be perfect— the sovereign would have 
one value in this country, a less value abroad ; (2) traders 
needing to export coin would lose the cost of coinage, and 
to recoup themselves would raise the price of imports ; 
(3) it would be necessary to reduce the weight of the 
coins, and would therefore entail a recoinage of the older 
coins. It is probably a very real advantage for a country 
like the British Isles, where foreign trade greatly affects 
all classes, that the public should bear the expense of coin- 
age. Before the withdrawal, permanent probably, of gold 
from circulation, the State even rmdertook to .bear the loss 
of gold through wear (abrasion).: light coins upon 
reaching the banks were retired and sent to the Mint for 
melting. 


The absolute parity between specie and bullion is not 


Price of 
Waiting. 


quite attained. T'or a loss of interest would 
be entailed through waiting for the coinage 
of the gold. practice, therefore, the 


holder of bar gold sells it to the Bank of England or in 
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the market. The Bank Charter Act of 1844 requires the 
Bank to purchase at a minimum rate of £3 17 b. 9d. an 
ounce. The difference from the Mint price is, supposing 
the period of Wting to be three weeks and the rate of 
interest 6 per cent., less than half the interest that would 
be lost. , 

Bj its imprint upon the gold coins the State guarantees 
their weight and their quality to be what the Coinage 
Laws decree. The value is left to take care of itself : the 
value of 40 pounds’ we^ht of sovereigns is the same as 
the value of 40 pounds’ weight of gold 22 carats fine, 
destined to be turned into watch-cases, or rings, or brace- 
lets. Gold is a commodity valued for other purposes than 
as the money material ; and as with other commodities, 
its value is determined temporarily by supply or demand, 
permanently and in the long run by difficulty of produc- 
tion. 

It is otherwise with our silver and bronze currency. 

The State guarantees its vahe. The value, 
in other words, depends upon the of 
Currency. government. The weight and quality are 
not material, either may change without 
affecting the value. When in 1920 the half-nickel, half- 
silver, coinage was issued, a florin still retained the value 
of a tenth of a sovereign. In other words, our subsidiary 
— token or representative — coinage has value independent 
of weight and quality. It circulates as definite parts of a 
sovereign. A sovereign contains a sovereign’s worth of 
gold, a Bhilliug contains usually much less than a shilling’s 
worth of silver. 

Calculate this for instance: our Coinage Laws direct 
that a pound troy of the silver and alloy shall be turned 
into 66 shillings ; the price of silver per ounce is almost 
3b., nickel is perhaps Id. an ounce ; what will be the gain 
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to the -Hmt in coining a pound’s weigM of ehillings ? 
Evidently an ounce of the mixture costs Is. d^-d., presum- 
ing that half is silver, half nickel ; and a pound therefore 
18s. 6d. Turned into coins, however, it becomes worth 
66s., a gain of 47s. 6d. This great discrepancy was not 
contemplated in the Act of 1816, which decreed that hence- 
forth silver should be only token money: an ounce of 
silver was then 5s. and it'was to be coined, as still it is, 
into 5^ shillings a gain to the Mint, after deducting 
brassage, of 6s. as against our 47s. 6d. When we con- 
sider, too, that the silver coin has lost sometimes a great 
amount, always a little amount, of its weight by abrasion, 
we see clearly the merely representative character of the 
coin. This gain on the token coinage is an accession to 
the public funds (to the State). It obviously exceeds 
the expenses of coinage — expenses that are technically 
known as brassage, and to the extent that it exceeds these 
expenses it is a seigniorage, a perquisite of the overlord — 
in our case of the State. There is no seigniorage on the 
gold ; on the contrary, there is a loss to the public every 
time gold 'is coined. There is, however, a considerable 
seigniorage pn the silver and bronze coinage ; and the 
Treasury Notes issued during the War Period (1914-1918) 
and afterwards, were practically all seigniorage. Or, if 
you prefer this way of looking at the matter, the Treasury 
Note was a hundred per cent, alloy. 

■ In order to preserve the gold standard, it is obviously 
necessary to restrict coinage of silver and bronze. The 
State reserves to itself the coinage, issuing the token 
coins in accordance with the demands of the bankers, who 
interpret the requirements of the public. These token 
coins are made for the convenience of the public; and 
they retain their value only by an artifidal scarcity. 
Restriction therefore is inevitable. 
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The power to release from debt, however great, belongs 
to gold alone; we say that gold is legal 
"ieSer. tender to any amount. And Treasury Notes, 
Representing gold, enjoy the same privilege. 
Silver is legal tender to the extent of forfy shillings. 
Bronze is legal tender to the extent of a shilling. "The 
sovereign is current so long as its weight does not fall 
below 122J grains ; the silver coins so long as the impres- 
sions upon them are recognisable.' 

• The State's imprint, we have said, guarantees the weight 
and the quality of the gold coins issued from the Mint. 
The public, however, has a protection — against the 
Government, as well ns by the Government — against false 
money ; a jury of business men tests the coins (see p. 65). 
The deviation allowed from the weight decreed is only 
two-tenths of a grain : the Mint does not issue a 'sovereign 
lighter than (123‘27 - ‘2), nor heavier than (123‘27 + *2) 
grains. We are told that the Mint works well within this 
allowance, or remedy. The remedy or allowance in regard 
to quality is '002, two parts in a thousand : thus, since 
22 carats gold fine means 22 parts fine out of 24, or 
916^rds parts out of 1,000, a sovereign would not be issued 
with less than 9]4|rds parts nor more than 918|rds parts 
of pure gold. 

Even though the gold is hardened by alloy there is 
some slight loss by abrasion, by constant 
Detorio^on unless preventive measures were 

taken in time our standard currency would 
become too light to be current. What steps are taken to 
defend the currency ? Banks are the natural arid obvious 
agents for protection. For all the currency becomes in- 
volved in the operations of the banks : retail dealers send 
to the bank their daily receipts, and employers draw out 
cash for their wages payments. There is continual passage 
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into and out of tlie banks; and the banks have their 
weighing machines that automatically ascertain light 
coins. Such are sent to the Bank of England for re- 
minting ; and the loss upon these coins if borne by the 
State, by the public at large as it should bo, not as it used 
to be (before 1891) by the unlucky last holder. Probably, 
as a result of this acceptance by the State of the obligation 
of protecting the currency, our gold coins were in 1914 
nearer to what the Coinage Laws decreed than were those 
of any other commercial people. The expense entailed in 
assuring an accurate measure of value is as abundantly 
justified as that entailed in maintaining an accurate 
system of weights. 

Our system of metallic money possesses almost perfectly 
those two desirable properties of money: (1) there is 
certainty in the definition of the standard (we know its 
precise weight and its precise material) ; (2) there is cer- 
tainty in the medium of exchange which conforms to the 
standard (the actual medium is either a coin defined as the 
standard; or one having a definite mtio to it, ^^g^h or 
■jjgth; or paper representing a defined number of the 
standard). How ill an effect upon trade even a tem- 
porary departure from certainty produces we have learnt 
.well enough from recent experience. 

Consider this question of legal tender a little further. 

In order that there shall be certainty in the 
(Ooitra/orcl)! interpretation of contracts, in order that 
every man shall know exactly what he is to 
receive or to give, all civilised communities have been called 
upon to state clearly what is to be looked upon as lawful 
money. What exactly is meant by saying that gold is 
legal tender to any amount (or the French counterpart 
that gold coin a/id silver five franc pieces are cours force 
to any amount) ? It simply means that the offer (fender) 
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of such lawful money by a debtor to his creditor is a good 
defence in an action for payment brought by that creditor. 
"Whatever the law decrees may be legal tender : the debtor 
may legally tender such currency to his creditor in payment 
of his debt; and the creditor is bound to accept the same, 
and may be held to such obligation in the court?. One 
definition suggested of money was, you remember, “what- 
ever the State declares shall release from debt.” 

The refusal of the offer of legal tender does not, indeed, 
discharge the debtor,-cancel his obligation. The debtor is 
bound " to find out the creditor and pay him the debt when 
due.” If the creditor refuses the payment tendered, still 
the debtor must continue ready and willing to pay the 
debt ; and if he is sued he must pay his money into Court. 
If the Court decides that the payment is in legal tender 
and of the required amount, the debtor wins his case ; the 
creditor obtains what is paid into Court but must bear the 
costs (including the debtor’s cost of defence) of the action. 
The tender must be in money, produced and accessible to 
the creditor. It need not be the exact sum due, it must, 
however, be a sum such that the creditor may take his due 
without being called upon to give change : offer of a five 
pound note with a request for change in payment of a debt 
of three pounds odd has, for instance, been held not a good" 
tender. 

Our Government, like most governments, decrees what 
shall be regarded as legal tender, and itself provides part 
of it. The rest, the Bank of England notes, is provided 
by an institution closely connected with the Government. 

The Coinage Act, 1870, enacts that the coinage of the 
Mint shall be legal tender: gold coins, to any amount; 
silver coins, up to forty shillings, but to no greater amoimt; 
bronze coins, up to one shilling, but to no greater amount. 
The Bank of England Act, 1833,' enacts that Bank of 
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England notes are legal tender, for any sum atove £h, so 
long as the Bank of England continues to pay its notes in 
legal money, and except by the Bank itself^ The careless 
phrase in the Act, "any amount over £5,” has suggested 
to some that though a debt of £5 Os. Id. could be dis- 
charged! by tender of a five pound note and a penny piece 
yet the offer of a five pound note is not a good tender for 
a debt of j 25. We may, however, take it that the Legis- 
lature could have no intention of thus limiting the debt- 
freeing power of the five pound note. In any event, the 
point is hardly likely to rise : no one will infuse the five 
pound note in discharge of his debt. The Currency and 
Bank Eotes Act, 1914, makes .£1 and 10s. Treasury notes 
legal tender for the payment of any amount. 

The 1870 Act, “ An Act .to consolidate and amend the 
law relating to the Coinage and Her Majesty’s 
Mint,” is the chief regulation. It gathers 
up previous enactments and is only slightly 
modified by later enactments ; in essential properties our 
coinage is what that act enjoins. The Mint alone is 
authorised to coin. The gold coinage is to be both free 
(people can take to the Mint as much gold as they please) 
and gratuitous (there is to bd no charge for coining) : 
“Bullion shall lie assayed and coined and delivered out, 
without any charge for such assaying and coining, or for 
waste in coinage.” If one should take bullion of more 
than the standard fineness to the Mint, he has to obtain 
"such additional amount of coin as is proportionate to 
such superior fineness.” In effect, however, the owner of 
bullion does not take it to the Mint ; he takes it to the 
Bank of England which (by the Act of 1844) is obliged 
to buy standard gold at a minimum of .£3 17s. 9d. an 
ounce. The Bank Price for gold is, you note, less than 
the Mint Price ; but since the money is immediately avail- 
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able and the coins from the Mint would be available only 
after some weeks, sale to the Bank is the more profitable 
way of- disposing of one’s gold. 

Lawful money — "legal tender” — ^was defined by this 
. ■ Act. “ A tender of- payment of money, if 
Tento. ™ which have been issue’s by the 

Mint in accordance with the provisions of 
this Act, and have-not been called by any proclamation 
made in pursnahce. of this Act, , and have not 'become 
diminished in wieight.” is legal tender 

if in gold to any amount 

if in silver to 40s. but for no greater amount 

if in bronze to Is. but for no greater amount. ' 

A careful schedule showing the weights, the qualities, the 
least currant weight, the allowance (or remedy) allowed to 
the Mmt for possible deviation from the standard laid 
down, was attached as part of the Act. The "Trial of 
the Pyx” (see Appendix IX.) was ordained that the public 
might be protected against the Government as well as by 
the Government. Contracts to pay money were to be 
made in the coins authorised -by the Act. Our Act, you 
note, restricts the power of silver to release from debt. 
Contrast' this with the French system. There silver coin 
circulates on a par with goldj five franc silver pieces are 
legal tender to any amount. But the parity is maintained 
because the State guarantees the parity ; and because the 
issue of silver is restricted, and is not free. .Any deficiency 
in value is thus offset (1) by the credit of the State, (2) by 
an artificial scarcity. 

The section that gave rise in many instances to hardship 
was that which called upon the public to constitute itself 
the protector of its gold coinage. Any one to whom was 
tendered a gold coin that had become deficient in weight 
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■was to Ijreak or deface it, the person tendering bearing the 
resultant loss. The last holder of the coin bore therefore 
loss bj abrasion, by the public use. One may well imagine 
how greatly this proviso retarded the free circulation of 
sovereigns and to what contentions it must have given rise. 
It was this section that the Act of 1891 was passed to modify. 

The schedule in the 1870 Act relating to the gold coins 
is still in force : -see Table on opposite page. 

The Act of 1891 was to amend the Coinage Act of 1870. 

It imposed upon the State the duty of main- 
tabling the currency at full weight. The 
chief section is: “Coins not called in and 
below current weight (as laid down in the Act of 1870) 
shall, if not illegally dealt ■with, be exchanged or paid for 
by or on behalf of the Mint at their nominal value.” A 
sum is set aside from the Consolidated Tund to allow for 
the loss caused by the recoinage. The Act lays down 
clearly what shall be regarded as fair wear and tear: 
“ Loss of weight greater than three grains shall be prima 
facie evidence that the coin has been impaired,'diminiBhed, 
or lightened otherwise than by fair wear and tear.” * The 
banks now look after the soundness of our currency ; and 
there is no reason, you note, why the duty imposed shall 
be neglected. Nothing is gained by retaining the heavy 
coins, and dispatching the light ones again into circulation. 

The monetary troubles incident upon the outbreak of 


The Aot of 
1914. 


war in the August of 1914 led to emergency 
measures for replacing the gold currency 
called in to strengthen the reserve against 


possible shocks. The French, more provident than we in 


' In praetice the Bank of England, therefore, took light ooina 
(up to 3 grains short) at their nominal value ; after three grains 
short it made a charge of 2d. a grain, this being about the value of 
grain of gold. 
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this matter, had ali'eady made them emei'gency currency. 
On the 6th of August there was passed the "Act to 
authorise the issue of Currency Notes, and to make pro- 
risions with respect to the Note Issues of Banks.” Under 
this Act there were issued, under the authority of the 
Treasury and from plates prepared by its direction, cur- 
rency notes for one pound and for ten shillings. These 
Currency Notes were to be Legal Tender in Great Britain 
and Ireland for any amount. They were not, as is ap- 
parently sometimes thought, inconvertible notes. They 
were in fact made as readily convertible as a Bank of 
England note ; " The holder of a currency note shall be 
entitled to obtain on demand, during office hours at the 
Bank of England, payment for this note at its face value 
in gold coin wliich is for the time being legal tender in the 
United Kingdom.” Certainly we had " prepaganda " ask- 
ing the public not to cash the notes ; and certainly there 
were practical difficulties in the encashment. The notes 
were, however, always perfectly convertible. The currency 
notes recall, practically are indeed, the bank notes of small 
denominations that were forbidden in 1826, following a 
series of bank failures; and they will probably be super- 
seded by new pound and ten shilling notes. The currency 
notes are, the Act enacts, to be regarded as harik notes 
(within the meaning of the Eorgery Act of 1913) as vatu- 
able securities (within the meaning of the Larceny Act of 
1861), and as current coin of the realm (within the mean- 
ing of the Ti'uok Acts). That is, an imitation with intent 
to deceive is punished ’ as forgery ; they are valuable pro- 
perty in themselves, and therefore can be subject to theft ; 
they can be used in the payment of wages just as coin of 
the realm can. 

Eor obtaining an additional supply of legal money in 
time of need the Act supplied a machinery much simpler 
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than the old one of ohtainii^ an Act of Indemnity, (See 
“ Suspension of the Bant Act.”) The authority of the 
Treasury is enough to allow the issue of notes in excess of 
the minimuri authorised by the Charter Act of 1844. 
"The G-overnor* and Company of the Bank of England 
and any persons concerned in the. management* of any 
Scottish or Irish bank of issue may, so far as authorised 
by the Treasury and subject to any conditions attached to 
that authority, issue notes in excess of any limit fixed hy 
law.” 

The alteration in relation to the token silver coins was 
due to the strange and quite unexpected 
course of silver prices during the War years. 
At times the silver tokens were actually more 
valuable as metal than as coins; to hammer a shilling 
into a shapeless mass would at one period have added to 
its value. After all, it does not matter a great deal what 
value of metal we put into a token : provided that people 
have confidence in the guarantee of the issuing authority, 
and provided that the danger of counterfeit coins is, so far 
as can be, avoided, any material will serve the purpose. 
The first proviso is well enough obtained among us ; pro- 
bably there never has been a community in which the mass 
of the people have been so whole-heartedly behind the 
Government of the day, eager to help forward any Govern- 
ment schemes. We are a people most amenable to reason, 
and therefore the most easily governed in the world. 
Confidence in the Government’s guarantee is therefore 
unvversal. 


The second proviso is more difficult to obtain. Clearly, 
the greater the discrepancy between the value of the coin 
as metal and as currency the greater the incentive to 
illicit coining; to make coins even of sterling metal is 
profitable. The problem facing the Mint is therefore so 
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to peifect the art of coining that the imitation of good 
coins is i-endered a matter of exceeding difficulty. Just so, 
you note, the Treasury is faced with the same difficulty in 
regard to the Currency Notes : the possibility of forgery is 
always present, and this possibility is increased as the 
notes imthe hands of the people become dirty and crumpled. 
Both the counterfeiting and the forgery are criminal acts 
visited by severe penalties ; but experience has shown how 
ineffective penalties are to prevent easy illicit gains. The 
effectual preventive is to make successful imitation costly, 
troublesome, and difficult, as well as dangerous. We must 
perhaps acknowledge that this is, attained. Our coins are 
covered by elaborate and sometimes beautiful designs, the 
milled edges make clipping easy to detect, the raised edges 
protect the designs so that they do not become blurred and 
indistinct, and the efficiency of the police may be trusted 
to prevent the establishment of expensive and cumbrous 
apparatus for counterfeiting. And our Currency Notes, 
at any rate when new, hardly invite imitation. 

If wo guard against counterfeiting, therefore, it is profit- 
able to the community to make its coins of the cheapest 
material ; in. these days of heavy expenditure we can ill 
dispense with such savings as those &om the seigniorage 
on tokens. Sentimental regrets at the relinquishing of 
the “ ancient right standard ” of silver had to ^ve way 
before the economic reasons dictating the change. The 
Act “ to amend the Law in respect of the Standard Fine- 
ness of Silver Coins cun’ent in the United Kingdom and 
in other parts of His Majesty’s Dominions " was accord- 
ingly enacted during the first part of 1920. It amends 
the First Section of the 1870 Act (as amended by the 
Coinage Act of 1891) so far as the fineness of the silver is 
concerned. The f^th of the earlier acts was to bo re- 
placed by " one-half of fine silver, and one-half alloy ; or 
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millesimal fineness, 600.” For the millesimal fineness in 
the remedy allowance 6 was to be substituted. The stan- 
dard trial plates for the trial of the pys were to be made 
of pure silver so that a plate should contain as much fine 
silver as double its weight of the new shillings and half- 
crowns. • 

The composition of the alloy has never been laid down 
by statute: it has seemed good to leave the Mint 
authorities free in the matter. Careful experiments in the 
laboratories on Tower Hill seem to have established the 
fact that a ternary alloy (of silver, copper, and nickel) is 
better than a binary one (of half silver, half copper). The 
binary alloy is slightly copper tinged; the addition of 
nickel restores the whiteness. Silver coin is always sent 
out "blanched” or "pickled”; covered, that is, with a 
coating of pure silver. The underlying alloy must, there- 
fore, be of the silver colour. If not, when the coins began 
to wear, the raised parts would differ from the protected 
parts ; and the public would suspect counterfeiting. The 
coins would then ill perform their function as mediums of 
exchange ; for, in order fully to do this work, they must 
be taken reafiily, without suspicion and without elaborate 
testing, with at most such slight inspection as ignorant 
and inexpert people can give. The new coins contain 
actually 500 parts silver, 400 copper, 100 nickel. 

This Act of 1920 is, indeed, notable in that it constitutes 
a departure from the " ancient right standard ” of silver. 
Except for a short period of debasement in Tudor times — 
a debasement rectified by Elizabeth and her able advisers 
in 1560 — ^there had been a remarkable continuity in the 
quality (11 ounces, 2 pennyweights of fine silver to 
18 pennyweights of alloy). The quality persisted from 
the Conquest through all the successive diminutions of 
weights. 
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AVlien inelal corresponds to the standard laid down for 
our coins it is said to bo flerling (or estcrling) : sterling 
gold is eloren-tweltths fine, and sterling silver is pre- 
sumably noAvadays half silver, litilf alloy.' Possibly, as 
showing the intimate connection between money and trade, 
the wo»l comes from mufcrliiige, early Saxon traders. 

IVo may note tliat the Indian GoA'ornment adopted a 
different method of making the silver coin, enhanced in 
v.alno as it was, into a token only. It maintained the 
rupee at the old standard, l»lh of weight and fineness, 
but enacted that ten inste.id of fifteen should bo rcgardoil 
as the equivalent of the gold sovereign. It would scoiii 
that the conservative disposition of the people— of “the 
unchanging East " — prcventeit the possibility of any change 
that would bo at onco apparent to the ina«s of tho people. 
Tlio merchants could bo trusted to look after themsclvc.s. 
Tho token silver coin was therefore kept intact in weight 
and fineness. Tho currency standard itself svas altered ; 
and Indi.a still remained in the curious position of having 
a silver currency based on London gold, tho standard not 
being represented by any full weight coin. The main 
recommendations of tho Indian Currency Committee of 
1920 are tho following ; 

(i) That the present rupee, unchanged in weight and 
fineness, should remain unlimited legal tender. 

(ii) Tiiat tlio rupee should liaA-o a fixed cxchaugo value, 
and that this exchange value should lx; expressed in terms 
of gold at tho rate of one rupee for IPSOOIC grains of fine 
gold, that is, ono-tontli of tho gold contents of the soA-eroign. 

(iii) That the sovereign, which is now rated by law at 
rupees 15, should bo made legiil tender in India at the 
roA'ised ratio of rupees ten to one soA'ereign. 

(iv) That tho import and export of gold to and from 
India should be free from GoA-ernment control ns soon ns 
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the change in the statutorj rates has been effected, and 
that the gold Mint at Bombay* should be open for the 
coinage into sovereigns of gold tendered by the public. 

(t) That the notification of Government undertaking to 
give rupees for sovereigns should be irithdraivn. 

(The interesting question of the Indian currencj*is dis- 
cussed at some length in an Appendix.) 

Our own monetary system is in like manner a credit 
system based on gold ; and though we may occasionally see 
a sovereign, the standard coin, our standard coin is not in 
effective miculation. 

> We should note that onr hOnt has Branch Mints at Sydney, 
Melbourne, Perth (Western Australia), Ottawa, and Bombay. 
Sovereigns coined in these Mints may be recognised by the Mint 
marks, on the reverse side above the date. These marks are 
S, M, F, 0 (for Canada), and I (for India). 



CHAPTER IV, 


CUEEENOT DETEBIOBATION: 

Its Causes, Measttbes, Bemedies. 

So long as the gold sovereign, which is our standard of 
value, does not circulate, the question of deterioration is 
less urgent. And, even before 1914, the Act of 1891, en- 
acting tliat the loss on coins worn by fair usage should be 
borne by the State, was effective in preserving our cur- 
Mncy sound. Abrasion there was, of course; but when, 
in the course of business, the coins reached the Banks, 
they were if too light automatically retired. They were 
sent to the Mint and melted for fresh sovereigns. 

The ancient fraud of clipping is not to be apprehended ; 
we are told though that sometimes even now dishonest 
workers in gold will '• sweat ” the coinage. They will 
obtain a supply of newly issued sovereigns, will shake 
them vigorously in a leather bag, and will make a con- 
siderable gain by collecting the resulting dust. " Glarbling 
the coinage,” selecting for export or for the melting pot 
the heaviest coin, is also bound to have had an effect in 
making the gold coins tend towards lightness. Nor can 
such a practice be stopped, or indeed regarded as very 
blameworthy: for foreign payments the sovereigns pass 
by weight not by tale ; and the working jeweller is entitled 
to his full weight sovereign. We shall, however, not again 
see an actual gold currency ; the link between gold and 
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paper ■will be afEorded by tbe ease with which bullion can 
be received from the Mint for export or for working. The 
problem of deterioration of the gold will, ther^ore, be 
solved. Provided that the lint between gold and paper is 
maintained intact, none need complain. War conditions 
have taught people to be content with paper; and%ere is 
no reason why the State should forego the saving from not 
coining gold. 

The sUver currency loses its weight, too ; and there is 
no very effective way of guarding against 
the loss. Nor is the question a serious one. 
For the silver coinage is merely subsidiary, 
merely token coinage ; and the value in relation to gold is 
maintained by limitation of issue. We must note this, 
however ; the great difference between the value of a silver 
coin as currency and as metal gives a corresponding incen- 
tive to illicit coining. Certainly we have severe penal 
laws against- tampering with the coinage. The Act of 
1861, codifying penalties for offences against property, 
states ; “ Whoever impairs, diminishes or lightens current 
gold or silver coin, with intent to pass the same, is liable 
to penal servitude for from three to fourteen years.” 
“Whoever has in his possession filings or clippings is 
liable to the same punishment.” The tendering or utter- 
ing false gold or silver coin is also punished. 

Worn subsidiary coin is withdrawn by the Banks ; in 
. 1920 .£602 worth of bronze coins were withdrawn by tbe 
Mint. The Coinage Acts, too, give power to the Eng by 
proclamation "to call in” currency; and the power is 
exercised at convenient times — ^at the beginning of a reign, 
for example. Then, perhaps, coins issued during the 
reign before the one just completed may be called in. 
For a certain period such coins will be taken at their 
nominal value at the banks and post offices. After that 
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definite period has passed they are no longer current; 
they are worth only what the metal of which they are 
composed is worth. The Mint accepts from the hanks, 
through the Bank of England, small quantities of worn 
silver at the nominal value. 

That some remedy against the inevitable loss of weight 
in wear is necessary we may see when we consider the 
following figures. . Careful and exhaustive investigations 
by the Mint Authorities upon the life and wear of silver 
coins have established the following facts ; — 

Average ages at which silver coins reach the stage of 
illegibility, i.e. when they are no longer current. 

Half-crown ’ ... 64‘66 years 

Florin ■45’41 „ 

ShiUing : „ 

Sixpence 28'22 „ 

Threepenny-piece ' 32‘76. „ 

The life of the larger coins is longer than that of the 
smaller, except that the threepenny- piece lives longer than 
the sixpence. The sixpence obviously is very much more 
used than the too tiny threepenny-piece. • ^ 

So, too, it is estimated that the average time a sovereign 
circulates before it becomes underwmght is. 24 years ; of a 
half-sovereign, 15 years. ■ * 


The necessity of preventing the currency from deteriora- 


Greskam’fl 

Law. 


tion is the more urgent from the fact that, 
once it becomes evident that some portion 
of the currency is inferior either.in-weight or 


in quality, the evil rapidly spreads, through the whole. 
We have already noted in Chapter I. a striking illustra- 


tion of this. The rapid disappearance of gold coins, as 


Treasury Notes appeared during the War, supplies another 


illustration. ' The tendency, to which the name “.Q-resham’s 
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Lm” Stated tlras: tlie 'better’iuoney 

tends to be driven out of circulation by tbe worse. Jf ‘*^0 
have a choice of methods for effecting the same purpose, 
we naturally- choose the easier, cheaper method: if the 
penny Daily Neios satisfies me just as well as the three- 
half -penny Times, I buy the former; if a light com frees 
me from debt as effectively as a heavy coin, I use the 
former. I reserve the latter for purposes in which its 
greater weight is an advantage — ^for melting, perhaps, or 
for payments abroad, when coins are weighed, not counted 
(when they pass not by tale but by weight), (a) When 
paper representing gold but not readily transferable into 
gold (inconvertible paper) circulates along with gold, the 
latter tends to disappear. For the gold can effect what 
the paper cannot; both may, indeed, be legal tender ; but 
no government decree can make the paper universally 
nccepVakiie abroad, nor capable DitransSoTmatiDnintobra»e- 
lets or rings. For a single purpose the gold and the 
paper have equal power ; for a purpose other than the 
freeing from debt, the paper is inapplicable. Theory 
therefore teaches — and practical experience abundantly 
illustrates the teaching — that the coin will be diverted to 
the purpose for which it alone is suitable. 

Suppose that in a country employing iB100,000,000 of 
gold coins there was a sudden issue into effective circula- 
tion of inconvertible notes to the nominal value of 


^650,000,000. Prices would rise as the quantity of ruoney 
, increased ; and with them the price in the market of gold. 
• An ounce of- gold could be sold to the goldsmith for more 


th^ it could be sold to the Mint, and no amount of penalty 
'would effectively prevent its withdrawal from the circulation 
till in the end ,£60,000,000 in gold would have disap- 


peared and paper taken its place. Withdrawal would now 
cease : for, since prices would resume their former level. 
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there would be b re-establishment of the market price of 
gold and there would be no incentive to the melting or the 
exportation of gold coin. 

(b) Similarly, when part of the currency is below 
standaj-d ; this part will remain in circulation where the 
greater use can be made of it. That up to standard will 
have a tendency to disappear to where its superiority 
obtains for it an advantage. If a jeweller wants gold 
to work into ornament or plate he will be careful to 
select full- weight coins; if a merchant is constrained 
to send gold abroad, he too will select full-weight 
coins. 

(c) Again, when in a bimetallic system, one metal is un- 
fairly treated iii the fixing of the ratio, the undervalued 
metal will tend to disappear. The G-ovemment will have 
an interest in making coins of the metal that, taking the 
established ratio into account, is the cheaper! So long as 
the monetary ratio between the metals corresponded with the 
market ratio, the system even in an isolated country would 
work well enough. Neither debtor nor creditor would 
need to trouble about the particular metal in which pay- 
ment was made. With a bimetallic union of the chief 
commercial nations of the world, the maintenance of the 
required correspondence might be assured. It could hardly 
be so within a single country ; and the least disturbance 
would drive out the metal that had relatively risen in value. 
Suppose now in the metal market silver falls in relation to 
gold, so that the Mint treatment of silver is more favourable 
than the market treatment. No one would take gold to the 
Mint ; he would sell it and buy silver for coinage. And, 
presuming that no charge was exacted for coinage, it 
would be profitable to melt the gold and again exchange 
for silver. 
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If, however, a wide area adopted the double standard 
Jornpensatory would, say the bimetallists, be no 

Lotion of tbe^ danger of disturbance in the fixed ratio. 
StMdLd Suppose silver were mined at less expense — 
so. that the silver brought out of the mine 
nore than compensated for the gold put, in the form of 
wages and other expenses, into the mine. There would be 
a tendency to coin sUver luther than gold, and some of 
the least productive gold mines would cease working. But 
the undervalued gold has nowhere to resort to in order to 
obtain more favoui'able terms. The increased demand 
for silver coupled with the decreased supply of gold 
quickly restores the ratio disturbed ; the Tna,rgina,l amount 
of silver produced would be produced at the fixed 
proportion of cost of the marginal amount of gold 
produced. 

We have in our monetary system a curious survival of 
the quite justified suspicion business men had of State 
OfScials. This is what is known as “The Trial of the 
Pyx,” whereby a jury of London merchants ascertains, and 
certifies to the world at lai^, that the gold and silver coins 
issued from the Mint are exactly in accordance with what 
is laid down in the Coinage Laws. The Pyx is the Chest 
into which-specimens are placed of every batch of gold or 
of silver coins minted ; trial plates are kept ; and at least 
once a year the juiy, being sworn and having thoroughly 
satisfied themselves, declare that the Mint has kept well 
within the “ remedy allowance " prescribed, both as regards 
quality and weight. The Act of 1870 directs ; “ For the 
purpose of ascertaining that coins issued by the Mint have 
been coined in accordance with this Act, a trial of the pyx 
shall be held at least once in every year in which coins have 
been issued from the Mint.” The jury shall be “ of not 
less than six out of the competent freemen of the mystery 
a. 5 
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of goldsmiths of the city of London, or other competent 
persons.” 

Of the gold coins, one is taken out of each 2,000 ready 
for issue; of the silver coins, one is taken out of each 
" journey ■weight” of 60 lb. troy. They are sealed up in 
separafe packets at the Mint before being taken to the 
trial I and they must be produced thus sealed up. 

The actual trial is an elaborate one. The jury, chosen 
from the Goldsmith’s Company of the City of London, 
upon -writ by the King’s Eemembrancer, makes certain 
t^t the coins correspond in number -with those sealed up 
and selects from each packet as many as is thought neces- 
sary for the purposes of the trial. The coins are carefully 
weighed, and some of them are melted and assayed. The 
verdict of the jury as to the goodness and -weight of the 
coins is written down by the King’s Eemembrancer or by 
the Master presiding. It is authenticated by being read 
aloud to the jury and is signed by all. The -writing is de- 
posited -with the Mint Authorities and the finding is 
published in the London Gazette. (See Appendix.) 

We may take it that the measures adopted among us 
for preventing a deterioration of the coinage are effective. 
Our coins have the characteristics that an old authority 
calls essential : they have ; — 

a fixed weight, 
a definite quantity of alloy, 
an authorised impression, 

a fixed valuation in relation to the standard unit 
of cuiTency, 

a currency not terminated by the king’s proclama- 
tion. 

Being under a single gold standard we have no concern 
■with the possible deterioration of the currency through the 
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drop in ralue of one of the metals constituting a double or 
multiple standard. Deterioration through the excessive 
issue of paper is dealt with in Chap. VIII. 

We had. as a result of the extraordinary conditions of 
war time a most curious phenomenon of such an ameliora- 
tion of part of the currency that steps were necessary to 
depreciate that part. Silver in Great Britain itself, issued 
as a token coin in the expectation that it would circulate 
at a -higher valuation than the metal contained in it 
actually became more valuable as metal than as coin. A 
shilling being melted down would command in sale more 
than a twentieth part of a pound; and we may assume 
that there were not wanting many who made use of this 
knowledge. The issue of paper currency had lowered the 
purchasing power of a pound; the rise in the value of 
silver, arising especially from the eager demand for silver 
among the multitudes, in India and China, in France and 
even in our own country, who preferred “ hard money,” 
made the silver in the token coins overtake and surpass the 
nominal value. In ordinary conditions, though a sovereign 
contains a sovereign’s weight of gold, a shilling contains 
less than a shilling’s worth of silver. In those extra- 
ordinary times the shilling contained more than a shilling’s 
.worth of silver. 

We adopted, as a measure for combating the difficulty, 
the diminishing of the silver in the token coins. 
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The real money of a people need not correspond to the 
money of account. It did with us before 
Eaal Money the 'V^ar ; for the sovereign was both a real 
money and a money of account. In France, 
however, -the money of account is a gold 
franc, which is not coined ; in America, it is a gold dollar, 
which is represented by a paper note. The real money is 
the material piece of metal that the debtor hands to his 
creditor. It enables exchanges to be made. The money 
of account — or bank money — serves to assess the value of 
exchangeable goods. It enables ready comparison to be 
made. 

Practically the whole commercial world has now decided 
that, though its real money may be of any material, its 
unit of value sliall be a definite weight of gold. The will 
of the Government — ^its fiat — decrees whether in the 
country concerned substitutes for gold shall be taken as 
the equivalent of gold. The real measure, to which all 
these substitutes have reference, is a weight of gold. Only 
faint echoes of the once loud contentions over the mone- 
tary standard — gold? or silver? or gold and silver? — 
are nowadays heard. China itself is for practical pur- 
poses under the gold system : her silver is taken and paid 
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for at a gold valuation : a clerlt going to serve in Sliangliai 
will sign a contract whereby he is to he paid so many taels 
(i.e. Chinese ounces, equal to about 1-^ of ours) at a fixed 
valuation, of 3s. 6d. perhaps. And we may anticipate 
that, when the at present inchoate republic devises for 
itself a national coinage — as distinct from the primitive 
means of exchange at present in use — it will adopt as its 
unit of value and money of account a fixed weight of gold. 
It will imitate Japan; and we sliali not have then the 
antithesis between the white ma n with his yellow money 
and the yellow man with his white money. 

Tet, though the one metal, gold, is the standard, it is 
an obvious convenience to have subsidiary 
metals. A golden penny would be less than 
half a grain in weight, and would be al- 
together unavailable for the work of small exchanges. 
Cheaper metals must be used; the scarcer and more 
valuable serves for big payments, the more abundant and 
less valuable for the minor transactions of daily life. 
We are probably right in assuming that, from the earliest 
development of exchanges, there were soon such alterna- 
tive methods of payment. The practical question would 
then be : how much of this commodity shall be looked 
upon as equal in value to so much of that? how many 
sheep shall we regard as worth an ox ? how many oxen to 
one slave ? And when metals of various values came, as 
was inevitable, to be the usual medium of exchange, the 
question would become more definite ; how many ounces 
of silver ought we to give for an ounce of gold? how 
many ounces of coppm' for one of silver ? Later, when it 
was seen that — since the cost of production of the metals 
varies in relation to one another — a fixed ratio was im- 
possible to maintain, another question arose : can we fix 
on one metal as a standard and use the other metals in 
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another way? We, first of the business communities, 
decided in 1816 that we could thus adopt gold as our 
single standard, and relegate the less valuable metals 
to a merely subsidiary place. The silver and bronze 
coins became representative, tokens, of gold ; they 
were bahk notes made of more valuable material than 
paper. 

Early decrees regarding money dealt with one metal 
only. The other metals, when these circu- 
commanding now 
more now less of the standard money metal. 
Gold was such a commodity when it first became at all 
common among us. During a long period, when we lived 
under the reign of the silver pound and the silver penny, 
we had no national gold coinage, and the gold bezants 
(struck in Byzantium) were sold by weight. We are told 
by Mr. Kenyon, in his Oold Coins of England, that the 
first gold pennies were Issued by BEenry III. in 1267, 
Proclamation was made that they should be current in all 
transactions at the rate of twenty sterlings (silver pennies) 
for every gold penny. A comparison of weights gives the 
rates of the value of gold to that of silver as 10 to 1. 
You will notice that the present valuation, taking silver 
at 30d. an ounce, is as J63 17s. 10|d. ; 30d., or as 26 
to I. 

The whole history of our coinage, during the period 
when gold and silver circulated together, is a repetition of 
tlie breakdown of the ratios proclaimed; and the single 
standard is justified by appeal to past experience as it is 
to sound reasoning. The great advantage of a single 
standard — of monometallism — is its simplicity. Estimate 
the value of standard coin as that of the metal contained 
in it, and we are exempt from the arbitrary decisions of 
governments. There need be no decisions at all. Cer- 
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tainty in relation to the standard is obtained; and we 
wish to be certain about our unit of value for the same 
reasons as we wish to be certain about our units of length 
and of weight. Everyone understands a definite weight 
of a definite thing. The idea of a comparison of values is 
more difiicult. And as in our currency system we work 
down to a minimum of actual metal, we need not trouble 
about the problem that once seemed great — ^the problem of 
obtaining enough of the single metal to keep pace with 
the growing trade of the world. 

Our method of dealing with the money metals is cer- 
tainly intelligible, and it does not lead to 
System**'^**'* positions (as the French method, for 
instance, does). We assign to gold un- 
limited power to free from debts ; we allow gold to be 
minted to any extent: we put into our coins metal of the 
exact value of the coins. The silver we make token 
money. In the first place we restrict its coinage; one 
possessed of silver cannot have it turned into coin, as one 
possessed of gold can ; and the Mint coins silver only in 
response to the demands of the banks. In the second 
place we limit its power of relieving from debt. And, 
most effective of all devices, we assign to the coins a value 
considerably greater than the value of the silver or bronze 
contained in the coins. 

The French method is a compromise adopted in order to 
disguise their desertion of the bimetallism to wliich they 
were pledged. The five franc silver pieces have, like gold, 
unlimited power of freeing from debt (unlimited legal 
tender). But their issue is restricted. And the smaller 
silver coins are legal tender only to the extent of change 
for the five franc pieces. It is, therefore, a limping 
standard {etalon boiteux), one leg quite sound, being of 
gold ; the other, maimed and distorted, of silver. 
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The essence of bimetallism is tins : once a ratio has 
been fixed, that of 15^ to 1, for example. 
Bimetallism. France before the broalidown of the 

system, the two metals shall be on an equality. Both 
shall be freely received for coinage j both shall have un- 
limitedTlegal tender — ^the debtor at his option shall pay in 
whichever metal he prefers, or in whatever proportions he 
pleases. Is it possible to maintain a fixed ratio ? Must 
one metal always become over-valued and so drive out the 
other ? 

In 1666, we ourselves tried, by abolishing the seignior- 
age on both gold and silver, to give equal currency to both. 
Either gold or silver could be taken to the Mint, and the 
full value be received in coins. The action of Gresham’s 
Law became only the more rapid and effective, since 
nothing was lost by minting metals. It has been shown 
again and again that in a single country a fixed ratio 
must break down. The argument of the bimetallists is 
that, since the chief use of the precious metals is for coin 
or bank reserves, the very fact of an agreement on a large 
scale would maintain the ratio established. If gold 
became more easily obtainable from the mines, less silver 
would be coined or taken for reserves. There would, how- 
ever, be no place where the undervalued silver could 
obtain more favourable terms; and the ratio would 
speedily be restored. The increased seeking of gold for 
minting would raise its value compared with silver ; the 
diminished seeking of silver for minting would lower its 
value compared with gold. Doubtless this argument — 
the compensatory action of the double standard — ^is well 
grounded. But one can easily see that a way is open to 
bitter controversies. One country having control of silver 
would be inclined to over rate its exchange power over 
gold; the gold controlling countries would desire better 
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terms for their metal. It is prohably unwise to increase 
the occasions for international strife. 

That even a 'single important commercial community 
may do much to stabilise a ratio between the 
E^io metals is certain ; if Britain, the TJ.S.A., 

and the Latin tTnion were to aglee, we 
should probably have an absolute stability. 'Whether the 
effort to get such a stabilising is worth while is another 
question. We have now a simple and satisfactory system, 
and mere theory should not impel us to change it Writ- 
ing in 1876, Mr. Bagehot declared that if the Latin Union 
had kept their Mints open to the unlimited coinage of both 
gold and sHver, even the great disturbance caused by the 
German sales of silver and purchases of gold would have 
caused a scarcely observable variation from the 1 to 15| 
ratio. " The States comprising the Latin Union in 1873 
adhered strictly to the principle of the double standard of 
gold and silver— that is, they allowed anyone to bring to 
the Mint any quantity of either metal, and they coined 
it for him. In consequence, at every change they were 
always coining the metal of lesser value, and that metal 
when coined was used to buy and take away the metal of 
higher value. In this way during the cotton famine 
France was half-emptied of silver, which was wanted for 
export to the East, and was filled with gold, which was 
not so much wanted. If these States had continued to 
adhere to this principle, the great effect on the general 
silver market produced by the German operations would 
have been much diminished and rendered scarcely observ- 
able. As soon as silver began to fall it would have gone 
to France and been used to buy gold, which had risen. 
Thus silver would have been taken from the general 
market, and gold would have been brought to it, till the 
former level of comparative values, or something like it. 
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had been reached.” France and its associates in the 
Latin Union did not appreciate the part they were called 
npon to play, the part of being a parachute in order to 
break the fall of silver, and the free coinage of silver was 
suspended. 

r 



CHAPTER VI. 


DECIMAL COINAGE. 

The great ofSce of monejis to facilitate exchanges, in other 
words to enable people to help one another. 

system of currency is best which 
enables exchanges to be accomplished irith 
least trouble and friction. If we approach this question 
of decimal coinage from that standpoint we shall probably 
agree with the Boyal Commission that reported in 1920. 
Constituted to consider “whether it is advisable to make 
any changes in the denomination of the Currency and 
money of account with a view to placing them on a decimal 
basis,’’ it decided that the advantages claimed for the 
decimal system were in theory only or mainly; that for 
practical purposes we had evolved an admirable system ; 
and that if we wished to use decimals in the keeping of 
accounts we could — while maintaining our present coinage — 
easily do so. The existing system may have defects and 
these are evident to all; an alternative system, however, 
presents itself as an ideal, and we should learn only by 
awkward experiences any defects. Then, as often enough in 
monetary affairs, “Better bear those ills wo have than 
fly to others that we know not of." 

75 
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America, which has the decimal system (or rather the 
centesimal) is not quite happy witli it ; and 
devises means of obtaining the advantages 
of our duodecimal system. Ah entertaining 
letter from Mr. Halsey, the Commissioner of the American 
Institfite of Weights and Measui'es, is worth considering. 
He has very kindly given permission to quote it here. He 
is showing how in practice the American gets rid of the 
shackles of the decimal system: — “If you buy stocks 
through a broker, you will find that his ordinary commis- 
sion is one-eighth of 1 per cent, of the par value, except 
that if you buy a few shares of high priced stocks, his 
commission will be one-quarter or even one-half of 1 per 
cent, while if your purchase is large enough to induce him 
to reduce his commission the rate will be one-sixteenth of 
1 per cent. These practices are the more striking because 
we have a smaller unit of value thau the cent— the mil, 
which is one-tenth of a cent. In practice, however, this 
unit is used only in certain tax ratings, some (not all) of 
our taxes being levied at so many mils on the dollar. The 
mil is, however, never used in commercial or financial 
transactions, the cent in such cases being always divided 
into halves, quarters, eighths and sixteenths. 

Why is it, if the decimal principle is so superior, that 
after more than a century of experience with our currency, 
we depart from that principle whenever we are not bound 
down to it by the ratio of our basic denominations ? The 
question is one for the decimalists to answer. 

Having now examined the practice in large transactions, 
let us turn our attention to small ones. When we go to a 
shop to buy something — a cigar, for example— of which 
two are priced at a ‘ quarter ’ of a dollar, if we buy one 
we are always penalised 2^ cents, for the pi'ice of one such 
cigar is always 16 cents, never 12J-. Similarly if we buy 
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one article of wHcli three are priced at a " quarter," uro 
pay 10 cents, not 8|. The Englishman under the same 
circumstances pays 6d. or 4d. respectively, but he does not 
stop here. If the thing he buys is priced at 2, 3, 4, 6, 8, 
12, 16, 24, or 48 for a shilling, he can buy any desired 
number up to a shilling’s worth and take the exact amount 
of money from his pocket, or, failing that, get back the 
right change. We can do that for fifths and twenty-fifths 
of a ‘quarter’s’ worth, but for no other fraction; and 
who wants fifths or twenty-fifths of anything ? ’ Many 
things are priced at so many for a ‘ quarter ’ dollar, the 
number going up or down as the price per piece goes down 
or up ; but unless the number happens to be 5 or 25, we 
must buy a ‘ quarter’s ' worth whether we want it or not 
or submit to a petty loss. Similarly, if an article is priced, 
for example, at 7s. per dozen, the Englishman knows with- 
out a thought that that is equivalent to 7d. each. Compare 
tlus with the nearly equivalent value, $1-76 per dozen, and 
you will see an advantage in your system which you do not 
realise, because it is such an everyday affair. If things 
were priced by tens instead of dozens we could do as you 
do, but things are not so priced. The dozen has the same 
superiority over the ten that the shilling has over the 
‘ quarter ’ dollar — greater divisibility. 

Tour shilling is the most wonderful denominator of 
value in the world, while our ' quarter ’ is absolutely the 
worst. You will never know how good a thing your shil- 
ling is until you lose it. Some Englishman has called our 
country ‘ the land without a sixpence,’ and to an English- 
man that tells much, while to most of us it tells nothing. 
The franc, being divided into 100 parts, while our ‘ quar- 
ter ’ is divided into 2-5, the former is superior to the latter 
in divisibility because it can be divided by two twice, while 
the ‘ quarter ’ cannot be so divided even once. The franc 
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is, however, far inferior to the shilling in divisibility, and 
it is inferior to the dollar as a measure of large values, 
because of ' its small size ; and by the same token the 
dollar is for that purpose inferior to the pound sterling. 
On the other hand, when divided decimally the pound will 
be inffirior in divisibility to the dollar because the inflexi- 
bility of a decimally divided base unit increases with its 
size. Just as the dollar is inferior in this respect to the 
franc, so will the pound be inferior to the dollar. At first 
sight nothing seems so odd to an American as your half- 
croTO, but on deeper insight we find that it endures because 
it is the eighth part of a pound, precisely as, under dif- 
ferent names — ^bit, levy, and shilling (sic) — ^the eighth part 
of a dollar is in common use in diflerent parts of our 
country, although it does not have, and never has had, a 
coin to represent it. On oiir Pacific slope they scarcely 
know the meaning of a ' quainter,’ always calling it ‘ two 
bits.’ 

To sum up the comparison of systems in order of merit 
as measures of large values is — British, American, Prenoh; 
.as a means of making purchases — ^British, Prench, Ameri- 
can; and as a means of keeping accounts — ^American, 
French, British. 

We find, then, that our currency is superior to yours as 
a means' of keeping accounts, while yours is superior to 
ours as a means of buying and selling commodities, and 
saddled, as we are, with unfortunate decimal arithmetic, 
the ^vit of man cannot devise a system that is other than 
inferior for one or other function, between which we must 
choose. The quarrel over currency, like that over weights 
and measures, is in reality, although in disguise, a quarrel 
over arithmetical notation. We are saddled inth a bad 
system of arithmetic which is out of joint with many 
requirements. In the circumstances we must compromise. 
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something must give way, and the question is — what shall 
it be ? The metric system of weights and measures sacri- 
fices tlie ordinary 83’stom of division of units, which in 
itself is one of tlie few perfect things in this world. In 
other words it saciifices the essentially good for the essen- 
tially bad, so that nothing really satisfactory can be based 
upon it. Of currency and weights and measures alike, so 
long as the decimal system of arithmetic endures, a really 
satisfactory system is impossible. Compromise there must 
be, although a much better compromise than the estremely 
amateurish metric system could easily be devised. 

If you adopt a decimal currency, you will both gain and 
lose. Tou will gain for the accountant, and you will lose 
for everybody else. Moreover, just ns we make partial 
use of the decimal principle, so you will do the same. 
What exceptions you will make I do not know, but you 
will make them, because decimal divisions are fundamen- 
tally and inherently bad.” 

The point emphasised here is, you note, that for the 
needs of ordinary life our system is better 
than any decimal system that may be sug- 
gested. In America, as soon as they get 
away from account-keeping, they forsake the decimal prin- 
ciple. The ratios of their effective coins are two to one so 
that they have the Nickel (5 cents), the Dime (10 cents), 
the “quarter," the “half,” and the Dollar. And their 
gold coins are the Half-eagle (S5)i th® Eagle ($ 10 ), and 
the Double-eagle. The escape from the decimal system of 
notation (imposed on primitive races because man has ten 
digits to count with) is, in fact, regtirded by Sir E. E. 
Tylor as a step upward in civilisation. It is a step dic- 
tated by the need of a unit capable of division and sub- 
division. “ The manner in which English in common with 
German, Dutoli, Danish, and even Eussian has adopted 
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Medieval Latin dozena (from duodeeim) shows how con- 
venient an arrangement it was found to buy and sell by 
the dozen and how necessary it was to have a special word 
for it.” 

The agitation for some revision of our coinage in the 

1 directionof decimalisation is of long standing 

History of the „ , j- 

Movement for If only our farthing were one-thousandth 
Decimal (’OOl) of a pound, we should have a decimal 
Coinage. system ready made. To obtain one as it is, 

however, we should need to give up the pound or the 
penny — either increase the weight of gold in a sovereign 
or diminish the token value of a penny. As early as 1824 
a scheme, practically the same as that upon which the 
Commission was required to report, was brought before 
the House of Commons. This was the pound and mil 
scheme in which the pound was retained unimpaired, was 
to be divided into ten double shillings, and each double 
shilling into a hundred farthings. The decimalists suc- 
ceeded in 1849 in obtaining the issue of a florin which 
since has become as familiar as our half-crown ; but this 
is the one fruit of their laboui’s. And in face of the 
adverse report of the Commission there is little likelihood 
of our currency system undergoing material change. 

Mr. Gladstone as Chancellor of the Exchequer, and 
therefore in close touch with practical affairs, in his answer 
to a deputation from the Decimal Association (1854) 
summed up the matter : “ I cannot doubt that a decimal 
system of coinage would be of immense value in momentary 
transactions. The weight of authority on that head is 
irresistible; but I do not think, when we come to the 
adoption of a system, that we have obtained sufficient 


evidence as to the sense and feeling of the country with 
respect to it. It is true that those people who have 
studied the question are gentlemen who have been more or 
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less actiyely engaged in commercial pursuits, buttlie public 
at large do not seem to be acquainted Aritb it. It is, as 
you are aware, the enormous masses of the community 
who hare immense businesses to transact that must guide 
the Government in the matter. They are attached to the 
present arrangement of the currency, as it admits of the 
different system of divisors, and it is the basis of all their 
notions of value. It has also many facilities of division, 
which you may lose if you abandon it. It is impossible 
for you not to be struck with this— an advantage which 
takes its origin from the number of factors which a com- 
bination of the decimal with duodecimal give rise to. 
With the Government it is impossible not to be so struck. 
Again, it is so wound up in the habits of the people that 
it would not be advisable to have recourse to any change 
in it, unless we had clear evidence that it was one the 
people themselves required and understood. This, too, is 
a question in which the mere judgment of a Minister is of 
no importance, and which the general feeling of the public 
can alone decide. I frankly own I am by no means 
convinced that you can get rid of the penny ; but as I 
said just now, nothing is more unimportant on such a 
question than the opinion of an individual Minister. I 
would only ask you, are the people prepared for the change ? 
All I say is, that I caimot take any decisive step tmtil we 
are satisfied that the subject has been thoroughly sifted, 
and is well understood by the public.” 

When in 1865 the Latin Union was concluded, the 


The Latin 
Union and 
the System. 


question again arose. The British Govern- 
ment was invited by the Emperor Napoleon 
III. to enter the Convention, or to consider 
a method of linking the sovereign with the 


coinage of the Latin Union (a coinage ultimately based 


on the gold coin of the value of five francs). The Eoyal 


B. c. 


6 
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Commission appointed to consider the question of nn 
international coinage reported that the adoption hy the 
Latin Union and the United States of the British sovereign 
as monetary unit (as the international coin) provided the 
one practical basis. The European currencies had been 
deranged, ive had long enjoyed a sound currency system : 
" Where the currency has become very much deranged it 
can hardly he said to be an inconvenience to establish a 
sound system: where frequent changes of the currency 
have occurred this inconvenience of a further change in 
order to establish a permanent or general system is less 
felt. The inconvenience is greatest where a sound system 
has long been in existence, and is deeply rooted in the 
feelings and habits of the people.” Another obstacle to 
a uniform international coinage was raised when Germany 
in 1870 adopted a system of decimal coinage unrelated to 
the Latin System. Besides, even if a theoretical equiva- 
lence was established among the standard coins there 
would be in practice a divergence. For there would be 
varying degrees of adherence to the coinage laws and 
varying degrees of abrasion among the coins; even now 
the Mint Par is superseded by the Commercial Par. The 
Commiltec on Covmercial and Industrial Policy after the 
IPar deprecated any change in our system. Beoimalisation 
means the abandonment or modification of either the 
pound or the penny. The abandonment of the sovereign 
as the standard and worhing unit of international exchange 
is out of the question. And to preserve the credit of the 
penny at home is as important ns to maintain that of the 
sovereign abroad. 

The crux of the question for us is, however, the alteration 
of the value of the penny, and it is necessary to consider 
closely what this change means and what are the advan- 
tages it offers. It would do nothing towards unifying the 
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various subsidiary coinages of tbe British Empire, such as 
the Indian rupee and the Straits dollar, and it would bring 
us no nearer to Canada, Newfoundland, British Honduras 
and British Gruiana which now use the Hnited States dollar. 
It would not advance us a step towards the adoption of an 
international currency and it cannot, therefore, be said to 
have any really important bearing upon the promotion of 
foreign trade. It would still be necessary for this purpose, 
though perhaps slightly easier, to translate our prices into 
foreign currencies at the varying rates of exchange. The 
proposal in fact offers little more than a purely domestic 
convenience in the simplification of account keeping. This 
convenience would no doubt be considerable in the case of 
Banks and large commercial firms ; but it would offer no 
great attraction to the majority of smaller firms, while for 
the great mass of daily retail transactions it is doubtful 
whether our existing duodecimal system is not practically 
superior to a decimal system. At any rate, the former is 
firmly rooted in the minds of the people. 

Apart from this consideration the change would involve 

the readjustment of the innumerable retail 

Some transactions which are based upon the penny. 

Disadvantages _ . , . , ji j i £ 

of Change. Prices which are now fixed in multiples of 

the penny would have no exact ec[uivalent 
in the new coinage. In every case either the purchaser 
would have to get less for his pence or the scale of prices 
would have to be raised. More than <£19,000,000 of 
Postal Bevenue was collected in 1913-14 by charges based 
on units not exceeding 2d. A loss of 4 per cent, on this 
amount would be nearly d01,OOO,OOO. The finance of the 
National Insurance Act would have to be recast, since, 
while the monetaiy benefits are paid in shiUings, the con- 
tributions are calculated in pence. The same necessity 
would apply to railway, tramway and omnibus fares. The 
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fact that no exact equivalent for existing rates could be 
fixed in these cases n’ould cause special difficulties. 

As another illustration of the far-reaching effect of the 
coinage, it must be noted that all hourly and piece-work 
wage^ would have to be revised. In the cotton trade, for 
example, wages rates rest on elaborate price lists expressed 
in pence or fractions of a penny. In each individual case 
the wage-earner must either lose or gain, and, although no 
doubt after elaborate negotiations a common measui'e 
would be found by give and take over the whole range of 
rates, the process would inevitably involve much friction 
and probably in some cases serious labour disputes. While 
powerful associations of workmen would be able to protect 
themselves, unorganised labour. would probably stand to 
lose by the change. It is not improbable that the sus- 
picion might arise among workmen that an indirect 
attack was being made upon their newly won rises of 
wages by means of the depreciation of the working man’s 
coin. 

Again to quote from Mr. Gladstone’s speech in 1864 : 
“ An alteration of the value of coins which are in point of 
fact the measures of value and the basis of the whole idea 
of value of the masses of the people is a very serious 
matter and one which ought not to be undertaken 
on any mere abstract opinion and consideration with- 
out fully ascertaining that the ground under foot is 
secure.” 

We are to distinguish between coins in circulation and 
the reckoning of money of account. 

Coins provide machiueiy for the adjustment of small 
payments. When we consider in this respect 
"cUrolSion. convenience of a coinage system the 

question to which we chiefly direct ourselves 
is : do these coins make easy the myriad transactions of 
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everyday life in ivbich actual ooina pass ? The retailing of 
commodities forms a great part of sncli transactions ; and 
the desirable property in a system of coinage is that it 
should provide coins capable of division, as far as possible, 
into parts without remainder in the same ways as th^ units 
of weights and measures are divided. Our system of 
weights (16 ounces to one pound, for instance ; 12 inches 
to one foot) invites us to think in halves and quarters, and 
implies a demand for similar division of the money units- 
Our existing system is admirably adapted to the needs of 
everyday life. The shilling of 48 farthings is divisible 
without remainder by 2, 3, 4, 6, 8, 12, 16, 24 ; the half- 
florin of 50 mils would be divisible by 2, 5, 10, 25. And 
the convenience of the binary system is the greater in that 
we have what is largely a binary system of weights and 
measures. 


A convenient money of account is one that makes easy 
the record of transactions and the calcula 


Uonsj of 
Aoooxmt. 


tions relating to them, and usually as with 
us, the standard coin is the unit of account. 


But, as we have seen, the unit of account is not of neces- 


sity represented by a coin ; shilling was the Old English 
money of account but the coin in circulation was the silver 
penny. The existing system entails compound arithmetic ; 
and perhaps a decimal system might save a little time in 


school. It is doubtful whether the saving would be great 
and in any event the compound arithmetic gives a useful 
mental exercise ; and the vulgar fractions would need to 
be learned for other purposes. And the advantages of the 
decimal system in accounting could be obtained ivithout 
tampering with our coinage. One of the members of the 
Commission explained a useful method : 

(a) To convert into pounds and decimals of iSl to three 
places of decimals, sums expressed in £ s. d. 



86 


DBCrM:A.L COINAGE. 


The pounds remain unaltered, multiply the shillings 
by five and make two decimal places. Multiply 
the pence by four ; if the product is less than 12, 
add 0 ; if between 12 and 36 inclusive, add 1 ; if 
more than 36 add 2. Make three decimal places. 
Add the whole and the sum is the answer. 

(6) To convert into £ s. d. sums expressed in pounds 
and decimals of £l to three decimal places. 

The pounds remain unaltered. Multiply the figure 
in the first decimal place by 2 and add 1 if the 
figuiu in the second decimal place is 5 or up- 
wards. The result is a number of shillings. 
Form a number out of (1) the second decimal 
figure or what is left after subtracting 5 and 
(2) the third decimal figure. If the figure so 
formed is less than 12, add 0 ; if between 12 
and 36 inclusive, subtract 1 ; if more than 36, 
subtract 2. Divide the result by 4. The 
quotient is the number of pence. 

The application of these mles may be illustrated by 
a simple example : — 

£ a. d. 

7 0 0 .£7-000 

0 13 0 £ -65 

0 0 6 £ -025 

Decimalised foim £7675 

Table I. on next page shows the decimalised values of the 
^d., |d.. Id., 2d., etc., to lid., and Is., 2 b., etc., to 19s. 

It would tend to greater accui-acy in the final results of 
a large number of arithmetical operations in which only 
three places of decimals are used if 3d. were always called 
•013, which is -0005 more than the true value, and 9d. were 
called -037, which is -0005 less than the true value. 

If the operator examines the forms which these decimals 
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tate, and compares them irith one another, he will see that 
they lend themselves easily to memorising and to arith* 
metical manipulation. Conversion and re-conversion, and 
any calculation in which decimal processes are an advan- 
tage, present no more difficulty with this than any other 
system. Its disadvantage, as compared with a system of 
decimal currency which is exact to three places of decimals, 
is that in large calculations, especially if multiplication is in- 
volved, the decimalisation must he extended to four or 
more places of decimals if complete accuracy is required. 

The gain from decimalising arises from the elimination 
of compound arithmetic in computations involving multi- 
plication and division, especially if use he made of what 
are known as “ contracted ” methods, the iniles for which 
are well Imown. Where extensive calculations have to he 
made, as in the Statistical Departments of large busi- 
nesses, or in the Actuarial Department of an Assurance 
Company, resort is had to mechanical aids, such as the 
Arithmometer and slide rule, or to hooks of logarithms 
and other tables. None of these can he used to advan- 
tage unless the operator has facility in converting £ s. d. 
values into their decimal equivalents or vice versa. Given 
such facility, calculations can he made by mechanical 
means with great speed and accuracy. 

That a decimal system lias some advantages is un- 
doubted. Such are the following : — 

(1) Our arithmetic system is based on ten, and it is 


clearly a convenience to be able to make our 
monetary calculations on the same ten basis 
O'^hen we add 9 and 6, it is desirable that 
System . the result should appear as 15, not as 
Is. 3d.). We should, however, note in pass- 
ing that errors are incident in decimals themselves ; and in 


pai*tioular some of us have difficulty with the decimal point- 
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(2) Tlie decimal sTstem is ctosely allied to percenta ges 
in wliicli enorm ous numbers j>f calculations a re no-w m ade. 

(3) Greater ease in comparing prices and payments in 
foreign moneys. 

(4) It would lead to tlie adoption of the metric system 
of weights and measures. 

The competing methods of obtaining the advantages are 
embodied in the Bills of which Lord SouthAvark and Lord 
Leverhulnie are the respective sponsors. The first seeks to 
enact that: “For the existing coinage of silver, copper 
and bronze, there shall be substituted a coinage based on 
a decimal system, that is to say, each coin shall be a 
thousandth part or the multiple of a thousandth part in 
value of a sovereign, and such part is hereinafter in this 
Act called a ‘ mil.’ ” The schedule of suggested coins is : — 


SCHEDULE. 


Denomination of Coin. 

Value in 
Founds. 

Value in Mils, 

Silver : 

£ 


Double florin 

•200 

200 

Florin 

•100 

100 

Half florin 

•050 

50 

Quarter florin 

■025 

25 

Nickel or other metal alloy : 



Ten mil piece 

•010 

10 

Five mil piece 

•005 

5 

Bronze : 

* 


Four mil piece 

•001 

4 

Three mil piece 

•003 

3 

Two mil piece 

•002 

2 

Mil piece 

•001 

1 
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Lord Leverhulme’s alternative abandons the sovereign 
as the unit. Though he would, in the interest of foreign 
trade, have it coined, it ceases to be the monej of account. 
He creates a new unit of 100 half-pennies called a royal : 
“ For the existing coinage of gold, silver, nickel and bronze, 
there shall be substituted a new coinage based on a decimal 
system ; that is to say, each coin shall be of a value equal 
to that of one four hundred and eightieth part, or a 
multiple or a fraction of one four hundred and eightieth 
part, of a sovereign; such four hundred and eightieth 
part shall be and is in this Act denominated a half-penny, 
and one hundred half-pennies shall be and are in this Act 
denominated a ‘ royal.’ ” 

Under this Act the coins suggested are : — 


Denomination of Coins. 

Value in 
Royals. 

Value in 
Half-pennies. 

Gold: 



Guinea 

5-00 

500 

Found Sterling or Sovereign 

4-80 

480 

Half Guinea 

2-50 

250 

Silver : 



Koyal 

1-00 

100 

Florin 

■SO 

50 

Shilling 

■25 

25 

Niokel : 



Tester 

•10 

10 

Bit 

*05 

5 

Bronze : 



Penny 

•02 

2 

Half-penny 

■01 

1 

Farthing 

■005 

1 
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The advantages claimed for this second scheme include : 

(1) Greater simplicity, so that the public Tvould more 
easily understand it ; 

(2) The retention unaltered of the penny, the standard 
of value in the transactions of the mass of the peojle ; 

(3) ' Provision of an exact equivalent of present coins, 
except the farthing ; 

(4) The provision, in the Eoyal of 4«. 2d., of a more 
useful,- because smaller, unit than the pound ; 

(5) The establishment of a bond between 'English- 
speaking nations — since the Eoyal and the Dollar (the 
basis of the currency system of the United States of 
America, Canada, Newfoundland, and British Honduras) 
are approximately equal ; 

(6) The retention untouched of the bronze coins ; which 
greatly outnumber the silver and gold coins ; 

(7) The approximation provided to the coinage of 
numerically the larger part of the world. 

The insuperable objection, in the eyes of the bankers, to 
this scheme is the abolition of the pound as the unit of 
value. This would endanger the position of London as 
the financial centre of the world: the sovereign is known 
and trusted throughout the conservative East, and it is 
the only coin having legal tender practically throughout 
the Empire. It is the material counterpart of the bond 
afforded by a common king and a common flag. The sub- 
sidiary currencies do not matter so long as the common 
standard of value in the sovereign is maintained. 

The practical difSculty, arising from the additional 
labour thrown upon the Mint, is not to be 
The Minting disregarded. The Deputy Master of the 
Mint, one of the Commissioners, gives a 
careful estimate : “ To replace by mil-value 
coins the whole of those which Lord Southwark's Bill 
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entirely discards, viz. tlie crown, half-crown, threepence, 
penny, half-penny, and farthing, might req[uire the whole 
normal output of the Mint, at its present capacity, for 
some 13 )'ear8, nothing being left for ordinary increases 
of currency. If one half of the output were devoted to 
replacement, and the other to meeting ordinary demands, 
the period might be doubled. A further period of some 
six or seven years might Idg required, on the same sup- 
position, for replacement of existing shillings and six- 
pences by half-florins and quarter-florins under the latter 
designation. On the other hand, the above calculation is 
based on existing capacity only, without taking account of 
extension or outside assistance, both of which may be 
regarded as possible, if necessary. Moreover, as regards 
the question of urgency, the pressure would be relieved 
by the suggested temporary retention not only of the 
half-crown, the value of which in currency requires at 
least two coins of a mil-series for replacement, but also of 
the existing bronze coins at nominal values expressed in 
mils. If this were arranged, the immediate special require- 
ments, apart from any reintroduction of double florins, 
which have not been coined since 1890, and from normal 
increases, would apparently be restricted to the supply, 
firstly, of lO-mil pieces (between two or three hundred 
million) to take the place of the existing threepences, and, 
secondly, of such mil coins of smaller denominations as 
might be needed for purposes of change or otherwise to 
supplement the existing bronze coins according to the 
values (4, or 5 mils suggested in the case of the penny, 
and 2, 2^^ or 2-J- in the case of the half-penny) that might 
be assigned to these. Such requirements could probably be 
met in a comparatively short time, although it would be diffi- 
cult to estimate the period with any precision in the absence 
of a definite decision with regard to the existing bronze.” 
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We may take it that for a geaeratiou the question of 
change TviU not come within the ran^ of practical politics. 
The report, though by no means unanimous, is clear enough 
in the matter. 

" In our opinion, therefore, it is not adnsable to make 
any change in the denomination of the currency an J money 
of account of the United Uingdom with a view to plamng 
them on a decimal basis. 

In support of this conclusion the following considera- 
tions appear to us to be sufficient: — 

(1) In any other scheme for reducing the existing 
system to a decimal basis the pound should be retained. 

(2) The pound and mil scheme is the only strongly 
supported scheme which complies with the condition. 

(3) The advantage to be gained by a change to the 
pound and mil scheme as regards keeping accounts is in 
no way commensurate with the loss of the convenience of 
the existing system for other purposes. 

(4) Grave difficulties will be created by any alteration 
of the penny. 

(5) The scheme cannot be tried as an experiment or on 
a voluntary basis." 



CHAPTER VII. 


EXCHANGE STANDARD CURRENCIES. 

Moaej is a commoditj, or the representation of a 
commodity. And the commodity for the 
great mass of the commercial world is gold ; 
with the important exception of China and 
the unimportant exception of Guatemala the world is 
under a gold currency. We may say without substantial 
inaccuracy that money is gold or a right to call for gold. 
And the Coinage Laws of the world enact what amount of 
gold shall be regarded as a unit of value. We obtain, 
therefore, from the Coinage Laws of the countries con> 
sidered a means of comparing currencies. For we have 
merely to take the weights prescribed for the standard gold 
coin and place those weights in relation to one another. 
Unluckily this gives us no very sound basis for practical 
purposes ; since the actual coin in circulation diverges much 
or little from the standard enacted in the law. The coins 
may be in general less than their decreed weight. Constant 
usage may have rubbed away — abraded — some of the 
metal ; or irregular practices like the sweating of coins may 
have enabled rogues to make an illicit gain. Formerly, too, 
governments were not ashamed themselves to defraud their 
subjects by adding a too great proportion of allo}'. Such 
debasement of coinage is not to be found now ; the problem 
of light coinage is in many countries a very real one. 

94 
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With US the discrepancy from the legal limits is slight; 
the precautions taken against deterioration are singularly 
effecti\-o. Other peoples are less fortunate. The Coinage 
Laws give us a theoretical Mint Par; the practical Par 
usually differs. We note, too, that when a community has 
departed from the cffcctiro gold standard of its Gkiiuage 
Laws no ready method of comparison is available. We 
must then consider such elusive ideas as ludes Numbers 
and Purchasing Power. 

Consider the Mint Par of the typical currencies, our own, 
that of tho United States, that of France, 
Mint Par. Germanj' — tho sovereign, the 

dollar, the franc, and (ho mark cuneucy. And let us 
imagine that tho gold staudanl adopted in these curi'cneies 
is effective. Weighlit are specified in each currency ; the 
sovereign must contain a definite weight of fiuo gold, the 
dollar a definite weight of fine gold, and so on. What wo 
call tho " Mint Price of Gold ” is simply an nwkwTird and 
roundabout way of dcGuiug tlio weight of a sovereign. 
£S 17s. 10,^d. is what one ounce of standard gold 
fine, that is) becomes when turned into coins at tho 
Mint; or, to tako tho old rule, 20 iwunds troy weight 
of gold is turned into 934 sovereigns and one half- 
sovereign. We cm, therefore, calculate tho number of 
grains in a sovereign (1 ounce divided by SJgo)' 
123‘25 grains, of which 112'98 grains are fino gold. It is 
tho lost number Hint matters. Tlio United States method 
of fixing weight is more direct : the gold dollar must con- 
tain 23'22 grains of fino gold. For every 23'22 grains of 
fino gold taken to the Assay Offices n dollar must bo 
credited. The flvc-dollav piece (tho half-eagle) contains, 
therefore, IIG'IO grains of fino gold, about 3 per cent, more 
than the sovereign. A simple calculation, a more deduc- 
tion from tho Coinage Laws, gives tho Mint Par between 
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sovereigR and dollar; it is as li2'98 is to 23'22, or as 
4 866 is to 1. The theoretical equivalence, the Mint Par, 
is, you note, fixed. Till one or other country alters its 
Coinage Law, 4‘866 dollars is the Mint Par of one 
sovereign. Though the exchanges are now above, now 
below dhis figure, 4'866 dollars in New York contain the 
same amount of gold as one sovereign in London does. 

We look at the French coinage laws (and doing so we 
are able to come to conclusions regarding other countries 
in the Latin Union, or possessed of a currency on the same 
basis as that of the Latin Union). We find that a 
kilogram of fine gold is turned into'344774 francs. We' 
turn to our own currency regulations and find that our 
sovereign weighs 7'98805 grams, of which ^ are fine 
gold. A kilogram of fine gold becomes, therefore, 136-567 
sovereigns. The result of our calculation gives- us the 
Mint Par between the franc and the sovereign 25*225 to 1. 
It does not matter that the gold franc is not a real coin. 
The unit of exchange value is still the twentieth part of 
a gold napoleon of twenty francs. 

Similarly, we note that the German coinage law enacts 
that a kilogram of fine gold shall be coined into 2,790 
marks; and the Mint Par between the mark and the 


sovereign is, therefore, 20 '43. 

There is no Mint Par between a currency based on gold 
and one like that of China based on silver. 
In order to obtain a comparison we treat one 
of the metals as a commodity valued (in 
terms of the market price) in the other. The Chinese 
monetary unit, for instance, is the tael. This is a definite 
weight of silver, — 580 grains. If, therefore, the market 
price of silver goes up, our sovereign is worth fewer taels ; 
if the market price of silver goes down, our sovereign is 
worth more taels. During the extended period when silver 
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WES at a Mgli price, missionaries and officials in China 
were in sony straits : the soTereign in which payments to 
them were calculated went but a little way in exchange for 
silver. 

There is in China no national silver coin. Silver passes 
by weight. Ingots of pure silver beaiing. a banker’s or an 
assayer's seal and used for payments by weight ara called 
gyeee, a name meaning fine silk (capable, therefore, like the 
silver of being drawn out fine). The Mexican silver dollar 
is, among foreign silver coins, the one most used. This, 
too, passes by weight rather than by tale : it is quoted at 
so much the ounce. 

India is in a curious state. Its effective currency is the 
silver rupee; but an attempt is made to keep this (by 
“starving the currency”) in stable relation to gold at 
^ of the pound sterling. The coinage of silver has 
been suspended ; though, as in the countries of the Latin 
Union, silver is still full legal tender. The Grovemment is 
bound to give silver rupees for gold at the fixed rate, but 
not gold for silver. There is a “ gold standard without 
gold.” It is a silver currency based on London gold. We 
have thus an instance of the awkward compromise known 
as the limping standard {etcUon boUeux ) — ^unlimited legal 
tender with suspension of coinage (again as in the 
countries of the Latin Union). 

The 'Sovereign is the monetaiy unit of Australia, New 
Zealand, and South Africa. The sovereign 
Table.””*'** is stabilised in Egypt as equivalent to 97| 
piastres. 

As illustrating the ease with which even backward races 
become accustomed to the using of paper substitutes for 
money, wo may note the manner in which during the War 
paper rupee notes became current in India. There was a 
famine for silver currency; and the Indian Government 



The par rates that chiefly enter into commercial relations may he noted from the table below ;■ 

Far of Exohango. 

Country. Unit of Ourrenoy. Gold Coins. SiWer Coins. 

a.d. Number to £1 
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decided to issue the paper mouey. It was feared that the 
Hindoos would refuse to take it in payment ; and there 
was, in fact, some reluctance and hesitation at first. The 
fact that the rupee note was taken without question at the 
post offices and in payment of taxes speedily removed all 
hesitation and reluctance; and the Indian Empire like 
ourselves experienced the blessings and drawbacks of 
currency that was largely paper. 

In many instances the system given is not achieved in 
practice: in moat of the countries noted, there is no 
effective gold currency, and the great problem is to main- 
tain the monetary system on the gold basis without the 
actual circulation of gold. 

The following quotations, abstracted from The Fimneial 
Times of the 6th January, 1922, will serve to show among 
other things how far most of the world’s currencies had 
in effect departed from the gold standard. . 
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Appended is a list of Continental and other exchange rates 
on London : — 



Method of 


Quotations. 


gnoting. 


4th. Jan. 

5th. Jan. 

Paris, cheques ... 

Pr. to £ . ... 


5230.52.35 

t 

52.62.52.65 

Berlin 

klks. to £ ... 

20.43 

807.812 

830.834 

Brussels, oheques 

Fr. to £ 

25.224 

54.95.55.00 

55.05.55.15 

Amsterdam, „ 

PI. to£ 

12.107 

11 . 434.444 

11.42.11.43 

Italv, sight 

Lire to £ ... 

25.221 

971.98 

97|.98| 

Greece 

l)roh. to £... 

25.224 

971.984 

96.97 

Madrid, sight.. 

Pes. to £ ... 

25.224 

28.16.28.18 

28.18.28.20 

Lisbon, „ 

Escudo 

SSid. 

4id.4id. 

44d.44* 

Switzerland, „ 

Pr. to 

25.224 

21.67.21.70 

21.65.21.63 

Ghristisnia, „ 

Kr« to£ 

18.159 

26.85.26.90 

27.08.27.12 

Stockholm, „ 

Kr. to£ 

18.159 

16.88 16.91 

16.97.17.00 

Oo^nhageD, „ 
Heleingfors 

Kr. to£ 

iai59 

21.03.21.08 

21.05.21.10 

Mks. to £ ... 

25.224 

220.224 

225.228 


Lei to £ 

25.22 

__ 

500.550 

Prague 

Kr. to£ ... 

24.02 

265.268 

262.267 

Warsaw 

Mha to £ ... 

20.43 

12,000.13,000 

11,750.12,750 

Vienna 

Kr. to£ ... 

2i.m 

11,000.11,500 

11,500.12,500 

Budapest 

Kr. to £ ... 

24.02 

2,3000.2,600 

275.285 

2,300.2,600 

Belgrade 

Din. to£ ... 

25.224 

283.293 

Sofia 

Leya to £ ... 

25.224 

590.610 

590.610 

Constantinople .. 

Pstrs. to £.. 

110 

665.695 

665.695 

Alexandria, sight 

Fstrs. to £.. 

974 

97f.97i 

97|.97f 

Bombay, T.l'. 

Bupee ...... 

2s. Ol ’ 


ifip.ieM 

Calcutta, „ 

Bupee 

2s. Od. 

1514.16/5* 

314*325. 

16i4.16s^* 

Hong Kong, „ 

Dollar 

— 

314*324* 

Shanghai, „ 
Singapore, „ 

Tael 

— 

41*421* 

41*421* 

Dollar 


274|.27{|* 

27.27* 

Yokohama, „ 
New York, cable 

Yen 

24.SSd. 

27.27* 

274d.274* 

Dol. to £ ... 

4.86 

4 . 204 . 4.201 

4.181.4.194 

Montreal, cable.. 

Dol. to £ ... 

4.88 

4.404.4.414 

4 . 394 . 4.404 

Bio de J., 90 d’ys 

Milreis 

16d. 

Vsd- 

Vji* 

Bio de J., T.T. 

Milreis 

16d. 

7|d.74|* 

74 * 7 ^* 

4445 . 

BuenosA’s 90dys 

Dollar 

itm. 

444 * 

Buenos A’s T.t. 

Dollar 

i7.5Sd. 


43*43|d. 

Valpariso, 90dys 

Dol. to £ ... 

13.33 

40.30 

40.20 

Montevideo, T.T. 

Dollar 

51d. 

41*414d. 

404*41d. 


£to£P 

par 

24.06Gtf. 

ll>;i prem. 

2s. 24 d. 
SZtd.33kd. 

16| prem. 


Dollar 

2s.2|d. 

Mexico 

Dollar 

24.58d. 

324* 334d. 


Nominal. Premium on gold at Lisbon 1,100 per cent. 








CHAPTER VIIL 



' THE VALUE OF MOITET; METHOD OP 
MBASUEINQ- VARIATIONS. 


Before we consider the causes affecting the value of 


Ambiguity 
of the Term. 


money, we had better define our terms. To 
the economist the value of money is what 
money will exchange for, the purchasing 


power of money : the value of money is high when it will 


buy much of other things (i.e. when prices are low) ; the 
value of money is low when it will buy little of other 


things (i.e. when prices are high). To put the matter 
formally ; the value of money varies inversely as general 
prices, falling as these rise, rising as these fall. In the 
language of the money market the value of money has, 
however, another sense; it is the price paid for the 
transfer of the control of capital, in other words, it is the 
interest on money. Some have capital available for 
investment on loan ; others seek capital for productive or 
unproductive consumption. ' The latter are very willing 
to pay for this control of capital. The rate of interest 
paid for the transfer is commonly called the value of 
money : money is “ dear ” (its value is high) when much 
must be paid in order to have control over it : money is 
cheap (its value is low) when little need be paid to obtain 


control over it, 
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There is no connection between the two senses : prices 
may be low (value in the economic sense, or purchasing 
power of money, is high) while rate of interest is high 
(value in the mercantile sense, interest bn loans, is also 
high). This was so in the tenth century as compared 
with the twentieth. Interest was h%li (money w& dear 
to borrow) and prices were low (money was dear to buy). 
With us in this first half of 1922 interest is low (money 
is cheap to borrow) and prices are high (money is cheap to 
buy). Moreover, when we realise clearly that interest on 
money is reckoned as so much per cent., it is dear that 
interest is independent of general prices. If yield on an 
investment in Consols is 5 per cent, this year and was also 
5 per cent, in 1913, the rate of interest (value in the 
mercantile sense) is exactly the same though purchasing 
power (value in the economic sense) has been halved. The 
<£100 of the loan buys less of things in general than the 
^100 in 1913; but then, so does the .£5 of interest in 
1922 compared with the £5 in 1913. 

To the economist “value of money” is simply an 
instance of the general theory of value. All 
^V^eof ' " P 08 ®®ss properties that enable them 

jlCaaey.” fo ea.tisfy a human desire, and these proper- 
ties are independent of other goods, are, if 
you like, intrinsic in the goods themselves. Bread in 
itsdf possesses the property of ability to satisfy hunger ; 
a pair of kid gloves possesses the property of ability to 
provide an attractive covering for the hands ; the light of 
the sun possesses the property of ability to afford a genial 
and exhilarating warmth. All three are goods. Yalue 
arises, however, when we compare goods. Some “goods” 
are available for us in less quantity than we wish : they 
can be obtained only by labour and sacrifice, only by 
giving up a portion of our time and energy. They are not 
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free goods. But they satisfy a mol's or less intense desire ; 
and the strength of this desire helps to decide -what -we are 
prepared to exchange for them. It helps, that is, to decide 
their value — ^which is their rekiion towards other “ goods.” 
Value is an accidental, not an essential property of things ; 
it ariSes simply because there is not enongh to go round. 
If, by some revolution of human affairs, good wheat bread 
became as plentiful as the air of heaven, bread would cease 
to have value: it would lose this accidental property 
due to relative scarcity. Value always implies a com- 
parison. It is a relation between a commo^ty and what 
must he given up for that commodity. The “value of 
gold ” is its purchasing power. That value is high when 
an ounce of gold exchanges for a great amount of the 
necessaries and comforts of existence; that value is low 
when the ounce exchanges for a small amount. 

We come here to the fundamental problem in relation 
to money. The question is : upon what does 
the value of money depend ? What causes 
mS'te that value rise ? What causes make 
it fall? We have here, you note, a combi- 
nation of a hotly debated pi'actical question and a question 
into which mere speculative curiosity probes. We have 
spoken of a standard of value. This ideal standard is, 
however, one that does not vai-y with time or place. If 
now we are asked whether gold and silver make such a 
standard we shall be obliged to say no. We are certainly 
justified in saying that the precious metals are relatively 
stable : they do "not vary in vdue as widely and capriciously 
as strawberries in summer do. Still there have been 
variations in that value. On occasions, indeed, the varia- 
tions have been startling and upsetting. We are told, 
for instance, that the discovery in 1546 of the mines of 
Potosi whence silver could be obtained with surprising 
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ease, increased the yearly supply of new silver to Europe 
from about ,£150,000 to <£2,100,000 — ^fourteen times as 
mucli. The result was an embarrassing rise of prices. 
During the late part of Elizabeth’s reign the money 
granted by Parliament failed to pay the household ex- 
penses of the queen. What would have amply satisfied 
her feither, Henry the Eighth, though he had expensive 
tastes, seemed to go but a little way; and Elizabeth was 
constrained to make use of the hospitality of her nobles. 
When James came to the throne this device was not 
available for him : the nobles did not want him, and he 
had a family dependent. His reign was accordingly filled 
with dissentions between him and his Parliaments ; they 
charged him with secret extravagances, he grumbled about 
theii' niggardliness. The confusion wrought in men’s 
minds by changes in the value of money caused most of 
the trouble. 

Value, we say, is an expression of the comparison of 
one thing with others ; it is an arrangement in an ordei' 
of precedence. When we arrange things in order of 
value we state the order in which we should choose 
them ; a pound of silver is more valuable than a pound 
of iron, not because men can make more use of it, but 
because, the state of things being as it is, men prefer it. 
The value is usually ascertainable from the price; if a 
cow costs £20 and a sheep £2, then we are justified in 
saying that a cow is ten times as valuable as a sheep. 
Wealth, to the economist, consists of all that man wants, 
yet that cannot be obtained without effort; it implies, 
that is, two properties : (1) power to satisfy desire, but also 
(2) difficulty of attainment. What people want, being 
limited, is wealth ; but in that wealth some part satisfies 
more imperious desires, some part needs more strenuous 
efforts to attain. Value is a product of these two factors. 
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Value expresses tte preferences of men ; and if, as we do, 
we measure those preferences by the amount of money 
men are prepared to pay to gi'atify them, we may say that 
value expresses the relative prices of things. Price is the 
value of a thing in terms of money. Money provides the 
stanWd of comparison by which to arrange goods in their 
order, to value them. We lay stms upon vahie when we 
thinli of Exchange (as we lay stress upon utility when we 
think of Consumption; upon labour when we tliink of 
Production ; and upon the taking possession, or appropria- 
tion, of a thing when we think of Distiibution). 

Ordinary observation, however, and a reference to price 
lists of varying times tell us that prices— values expressed 
in money, are not invariable, and that at particular times 
they change rapidly. We have during recent years ex- 
perienced so startling changes in prices— both prices in 
general and prices in relation to one another— that all men 
nowadays take an interest in Index numbers denoting 
such changes. Prices change in relation to one another : 
there is apparent, for example, a constant tendency for a 
bushel of wheat to exchange for a greater and greater 
length of calico. Prices also change in general : that is, a 
given weight of gold will purchase now more, now less, of 
commodities in general. The causes of the changes in 
relative prices aro infinite : an ingenious device, cheapen- 
ing production greatly. Trill diminish the value of a 
commodity in relation to others unaffected by the improve- 
ment ; the discovery of a new use to which a commodity 
may be applied, so that the desire of men for the com- 
modity becomes mm-e intense, will increase the value. The 
cause of a general change in prices is more of an abstrac- 
tion. The term “commodities in general” needs some 
effort of mind to grasp . It is to make this abstraction con- 
crete that the economist brings forward his index number. 
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The problem is you see: how may we estimate the 
changes in general prices (or, looked at from 
another point of view, in the command that 
money has over commodities, — ^in the pur. 
chasing power of money) ? The method of Index Numbers 
is that usually employed. Such numbers seek to 
more concrete the abstraction “ General level of prices.” 
Prom our very definition itself of value, that of money is 
reflected in the prices of all other commodities. “A 
general rise in prices ” is another way of saying “ a fall in 
the value of money ” ; a general fall in prices is tantamount 
to a rise in the value of money. Those having a right to 
money are affected for the worse by a fall in the value of 
money, for the better by a rise. 

In order to replace the irregularity of an individual 
price by the regularity of prices in general, dealers in 
statistics proceed as follows: A number of the most 
important commodities are selected ; their prices month by 
month, or year by year, are ascertained as precisely as is 
practicable; a particular year is chosen as the basis of 
comparison, prices for that year are reduced to 100, prices 
for other years may then be exhibited as a percentage of 
those for the basic year. Take three prices only for 
illustration; in 1913 a 41b. loaf cost 6d., in 1921 it cost 
lid. I in 1913 a journey from London to Liverpool cost 
15s., in 1921 it cost 35s. ; in 1913 a quart of milk cost 4d., 
in 1921 it cost 9d. Now, lid. is 183 percent, of 6d. ; 35s. 
is 233 per cent, of 15s. ; 9d. is 225 per cent, of 4d. The 
average per centage is thus 214; and this would serve as a 
very rough Index Number for 1921. In practice, you will 
readily suppose, a far greater number of commodities is 
fa.VATi, and special care is given that the price records are 
reliable. See, for instance. The Times Index below. The 
higher the Index Number the lower is the value of the 
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money ; the lower the Index Number the higher the value 
of the money. The larger the number of commodities 
taken the more accurate will the Index Number be ; and if 
some attention is paid to the relative impoidance of the 
commodities selected — if, for instance, a variation in the 
price of bread is regarded as three times as important as a 
variation in the price of milk — ^there is a nearer approach 
to the real state of affairs. I should, for instance, give a 
distorted view of the real change if I attached as much 
importance to a change in the price of rice as I do to a 
change in the price of wheat. The fluctuation in the 
price of beer is a matter of no concern to a teetotaler ; it 
may be very material to another man. Eecent investigations 
have, therefore, been inclined to give to each commodity a 
coefficient corresponding to the business done in that 
commodity. There seems, however, to be little gained 
by the added complication. 'Provided that some wisdom 
is shown in the selection of the articles for comparison, the 
" weighted average ” does not differ materially from the 
simple average : either gives a result accurate enough for 
practical pur-poses. Prices have a remarkable tendency to 
move in sympathy with one another. Nor is this strange. 
Por all ar-e influenced by transport improvements, by 
improvements in methods of production, by all we call 
progress ; and by the feelings of the business world. 

A method, seeking to be more scientific than this 
arbitrary method, is that of taking as the 
basis of comparison the expenditure of a 
family in a definite station of life, to estimate 
what the food (bread, meat, groceries, and so on), clothing, 
lodgmg, heating, would cost at varying periods: the 
resulting figures, representing the cost at different epochs 
of an identical mode of life (standard of living) give 
information on the movement of general prices. You will 
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admit, however, that one can hardly he certain that he is 
really selecting identical modes of life. Hor can lie place 
implicit Teliance on the figure he receives : which of us can 
tell with much certainty how we spent our income last year ? 

You will have anticipated the statement that in regard 
to the construction of Index Numbers there is a great 
diversity of opinions. Almost every self-respecting econo- 
mist feels consti'ained to adopt anew method, or to criticise 
at length existing methods. Once only papers like the 
Heonomist and the Staiist had their system. Of late The 
Times itself has its system. All commercial communities 
have this means of estimating the course of general prices ; 
Japan and Sweden and Italy have more or less happy 
solutions of the problem. 

All the sets, however, are based on the one big principle : 

they seek to set aside the' irregularity of the 
oftadM^ individual instance and replace it by the 
Numbers. regularity of the big number. The particular 
is eliminated and replaced by the general. 
The Index Number, that is, is a kind of average. We may 
well leave to the mathematicians the interminable dis- 
cussions of the relative merits of the various methods of 
obtaining that average. Here we shall be content to 
describe some of the best known methods, and to point out 
some of the difficulties that arise. 

The practical question underlying the effort to measure 
changes in value is this: how far is our 
^Issu?* money a good standard for deferred pay- 
ments ? In order that there may be certainty 
in contracts, I should be tolerably confident that I shall 
get.what I bargain for, that I shall be constrained to pay 
no more than I covenanted for. If in 1900 I begin to 


pay a yearly premium to an Insurance Company on the 
understanding that in 1922 1 should receive £100, I am 
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naturallj aggrieved when the ^8100 in 1922 "goes only 
half as far ’’—obtains for me only half of the necessaries 
and comforts of existence — as it would have done in 1900. 
The letter of the contract has been performed; I have 
obtained a right to call for a specified weight of gold. The 
spirit, however, is wanting: this specified weight of gold 
will not do the wort I expected it to do. Is it possible, in 
order to avoid unfairness on one side or the other, in order 
neither to defraud the creditor nor unduly burden the 
debtor, to stabilise money ? Can we .make its purchasmg 
power constant ? 

Some economists — American chiefly — say that it is 
practicable as well as possible to arrange that the amounts 
paid to satisfy claims need not vary. They would have 
contracts made, not in terms of gold, but in such weights 
of gold as should have a fixed purchasing power. If the 
value of gold went up they would take from the weight of 
a dollar ; if the value of gold went down, so that an ounce 
could purchase less of commodities in general, they would 
add to the weight. The dollar would, therefore, always buy 
the same amount of composite commodity — ^made up of 
lengths of cloth, weights of food, measures of oil and wine. 
The material dollar itself would vary, not its immaterial 
purchasing power : there would, say the advocates of this 
scheme, be a par not with a fixed weight of gold but with 
such as should have a fixed purchasing power. The Money 
Market would be machinery by which one could buy and sell 
future Board of Trade or Statist or Times or other Index 
Numbers, We can but faintly imagine how the disputes 
over the various systems would be intensified.* 

* The problem in regard to value is not, we should note, the same 
as the problem in regard to properties like length and weight, 
These latter are physical properties, and at' a very early date 
certainty in the units of measurement was assured. The great 
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ceremony at St Bartholomew's, fair was the procession of the 
Merchant Taylors of London, Having dined and drunk well, they 
carried their silver yard-stick in stately pomp so that the yaid- 
stioks of the country clothiers might be tested. The meticulous 
care taken to assure certainty is illustrated by a similar ceremony. 
Thus we read in the Timet of August 4th, 1922 : 

“THE STANDARD YARD AND POUND. 

HOUSE OF COUHOVS COPIES RE-IKTEKNED. 

In the presence of the Speaker, various officials of Government 
Departments and members of Parliament, the copies of the Imperial 
Standards of the British Yard and the British Pound were re- 
immured in the wall on the public staircase leading to the Com- 
mittee Rooms of the House of 'Commons yesterday, after removal 
for verification. 

Report was made that comparisons with the Imperial Standards 
showed that these copies had slight variations. The yard measure 
was one-ten thousandth of an inch shorter than the Imperial 
Standard, while the pound weight was 0*00286 grain heavier 
than the Standard. 

The copies were disployed on a table in the lower waiting hall of 
the House, and were inspected with great interest. The measure 
consists of a bar of bronze with the exact yord marked upon it ; 
while the pound weight “copy” is made of platinum. 

Mr. Percy Ashley, Assistant Secretary to the Board of Trade, 
stated that the old Imperial Standards having been lost in the fire 
which destroyed the Houses of Parliament in 1834, new Standards 
were constructed in 1844 (for the pound) and 1845 (for the yard] ; 
at the same time four sets of copies were ordered by Parliament to 
be made, of which two were to be deposited at the Royal Mint and 
the Royal Observatory, one was to be entrusted to the cate of the 
Royal Society, and the fourth was to be immured at the Houses of 
Parliament. 

After inspection the copies were replaced in their original boxes, 
which were hermetically sealed in a lead sheathing and placed in 
an outer box, which was then re-intemed in the staircase wall, 
together with an account of the proceedings signed by the Speaker 
and others present.” 

The value of a thing may alter, however, not from what 

B.c. 8 
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It -will probably be long before sudb a scbeme comes 

• ■mtbin the re^on of practical politics. Nor 

is there much need to complain about violence 
of fluctuations in the. purchasing power of 
money^. The war years were altogether exceptional; and 
arguments from them can hardly be applied indiscrimi- ’ 
nately. So long as gold remains the effective standard of 
currency, the business man has little need to fear that his 
calculations will be upset by abrupt changes either in the 
demand or the supply of gold. The ideal is perhaps an 
invariable standard for deferred payments ; but we should 
be ill-advised to give up our very definite measure — a 
weight of a particular metal— in exchange for an airy 
abstraction. Moreover, the business man is normally both 
debtor and creditor, he has much to pay as well as much 
to receive. What he loses on the swings he gains on the 
roundabouts ; if the value of gold rises, he loses as debtor 
but gains as creditor, and the balance of loss and gain will 
probably be small. 

The Economist’s Index Number, perhaps most quoted 
among.us, is a comparison of wholesale prices. These are 

happens to the thing itself, but from what has happened to the 
things taken for comparieon. We must have a unit for the 
measurement of debt. It seems to have been assumed that by making 
this unit an invariable weight of an invariable substance— or of a 
right to it— we could assure ourselves of its stability. That is not 
so, however. Certainly, so long as the Coinage Laws are obeyed, 
the sovereign as a substance cannot alter. The law cannot, though, 
settle what the value, the purchasing power, of the sovereign shall 
be. It cannot in ordinary times decree how many loaves or yards 
of calico it shall buy. And this is what matters. The trader is 
not seeking many monetary units ; he is seeking many commodities 
in exchange for what he sells. The worker, whose services create 
a debt due from the employer, is anxious not that this debt shall 
be big numerically, but that it shall enable him to obtain much food 
and clothing, many of the amenities of civilised life. 
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comparativelj easy to obtain so many factors come into 
retail prices that we can hardly be certain that we are 
comparing the same things. We bob, for example, at the 
bewildering variety of prices on the outs in the butcher’s 
window ; and wonder what particular price we shqjl put 
down for “ butcher’s meat.” The Ministry of Labour tries 
to compare the prices to the ultimate consumer, and gets 
hundreds of quotations from different parts of the country. 
The severe criticism to which the results obtained are 
subjected shows how little satisfaction is given by the 
elaborate tabling. The Economist takes as its point of 
departure the simple average of prices in the period 1901-5. 
Five groups of commodities are formed and a number 
roughly correspondent to the economic importance of the 
commodities is assigned to each group. The groups and 
numbers are — 


Cereals and 
Meat. 

Otlier Food 
Ftoducti (Tea, 
Sugar, (te.). 



iMiBcellaneouB 
(Timber, Rub* 
bor, Oils, eto.). 


SCO 

300 

500 

400 

600 

2200 


Compare with these the numbers for December, 1921 ; 
and we have the requisite data for estimating the change in 
the purchasing power of gold. 

The later numbers are— 


Cereole and 
Meat, 

Otlier Food 
Produote (Tea, 
Sugar, etc.}. 

TexUIee, 

Minerals. 

Miscellaneone 
(Timber, Bub- 
ber. Oils, etc,). 

Total Per 
oentage. 

921i-- 

036 

1106 

762 

9314- 

B 


On the whole, tliat is, prices at the opening of 1922 were 
about double of what they weiu at the opening of 1906 ; 
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the rise was not uniform, however, being highest (12110) 
in the textiles group, and the lowest (84'10) in the cereals- 
and-meat group. Full tables are given below. 

The arithmetical average has been criticised as crude and 
misleading. It is asserted that an exception- 
ally great change in a single commodity 
influences the result too greatly. The 
geometric mean has, therefore, been at times used ; at other 
times the harmonic; at others the median. We obtain 
arithmetical average when we simply add the numbers and 
divide by the number of examples we tahe: if on flve 
successive days American “ middling ” cotton were quoted 
5d., 6d., 8d., 9d., lid., then the arithmetical average would 
be 39d. -r- 5 or 7‘8d. We obtain the geometric average by 
multiplying the numbers in the series, and then taking of' 
the product the root indicated by the number of terms in 
the series ; in our example above, the geometric average 
would be 4^(5 x 6 x 8 x 9 x 11) or 7‘6d. (logarithms 
make the ascertaining quite easy). We obtain the har- 
monic average when we find the reciprocal of the 
simple average of the series: in the example this is 

1 -7- ^ V or 71. The median is the term 

5 


that has as many terms above it as below, in this instance 8. 

During the years succeeding the Great War (1914 to 
1918) Itdez Numbers, making concrete the 
EeoBut abstract idea of purchasing power of money, 
a new importance. Tinders could 
Numbers. not estimate payment by reference to weights 
of gold; for tlie currencies had only a 
nominal connection with gold. In the foreign exchanges 
a comparison between a " pound ’’ and a “ franc ” was 
obtained by considering the relation between the goods 
a pound could buy in London and the goods a franc could 
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buy in Paris. The settlement of international transactions, 
formerly liquidated by the transfer of a tangible thing, a 
weight of fine gold, ms now performed by the transfer of 
purchasing power, attested by paper purporting to be so 
many pounds or so many francs. Thus, we haye the 
following suggestive table, showing the close relation 
between Index Numbers and the Poreign Exchanges. 

January 1921. 

“ Statist ” Index Numbers taking 1913 
as the basis (t.e. prices in the United 
Kingdom had risen from 100 to 232) 232 

Prance (_Staiisligm Generate) taking 
1913 as the basis 406 

That is, a franc could purchase in 1921 only ^ of what 
it conld purchase in 1913. 

That is, a pound could purchase in 1921 only ^ of 
what it could purchase in 1913. 

Thus starting with the Mint Far of the countries and 
adjusting this to the actual state of currencies we have 

The countries being under an effective gold currency i61 
is eqidvalent in weight of fine gold to 25'22 francs. There- 
fore, under the paper currency (iBl having fallen to of 
its former value, and 1 franc to of its former value) 
ifil is equivalent in purchasing poioer to 

(26-22 X 406 -r 232) francs or 44-14. 

(The actual exchange quotation was 44*05, i.e. the 
exchange, considered in relation to purchasing power, was 
slightly in favour of Prance.) 

We should, in order to obtain clear ideas upon the causes 
bringing about changes in the value of 
Demand and money, make certain that we grasp what is 
meant by Demand for Money and the Supply 
of Money. Obviously, Demand is not co- 
extensive with desire ; if it were we should be troubled to 
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put limits to it. There must he some power of satisfying 
desire ; aud that power is something that can be sold— the 
services we can perform, the goods at our disposal, con- 
stitute our demand for money. The present demand for 
money; is made up of all the goods on the market and all 
the services proffered for wages : they make up the price 
offered for money. If that price becomes -greater (if more 
goods are placed on the market, more services are proffered), 
then the value of money rises (its purchasing power becomes 
higher) ; a piece of gold, or its accredited-representative, has 
a greater command ; it buys more wheat, it hires more labour. 

The Supply of money consists of the money available for 
purchase, seeking goods or services as the goods or services 
are seeking money. It is not, of course, money lying idle. 
But what is this money ? ' Qold, certainly, and the repre- 
sentatives of gold— token' coins and 'bank notes and 
Treasury notes. The overwhelmingly greater part, how- 
ever, is not tangible and material; it is intangible and 
immaterial. The “ money ” of the money market is credit, 
banker’s credit ; and the violent fluctuations in the supply 
result from this fact. A mass of such " money " may be 
annihilated in a moment: a bank failure, for instance, 
giving a severe shock to public confidence, would do this ; 
political upheavals, disasters to the naval' and military 
forces, anything tending to depression in a nation destroys 
"money.” On the other hand, anything that raises the 
public confidence, that tends to a buoyant feeling in the 
business world, whatever makes manufacturers and traders 
convinced that all will come right, increases the “money," 
the credit, of a country. The quantity of wheat is de- 
pendent upon the amount of labour exerted in the fields 
and upon the genial help of Ifature : wheat has a very real 
post of production. Only in a very restricted sense can we 
speak of the cost of production of money. 
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Wa should note, too, that a coin rapidly transferred, 

. effecting many purchases, is of more im- 

of Money. portance in the " supply ’’ of money than a 
coin clinging to its owner. A sovereign 
stored away is no part of the supply. We need, tjiat is, 
to take into account the effectiveness of money — ^its 
efficiency, or power of doing work. “ The nimble sixpence 
does the work of the slow shilling,” the proverb tells us. 
The old illustration of the effectiveness of money was pro- 
vided by the pair of enterprising people who prepared 
against the Derby a barrel of home-made beer. They 
would sell at sixpence a pint and halve the proceeds. On 
the road to the Downs John suggests handing over to Tom 
the one coin between them, a three-penny piece, and of 
drinking a pint. Tom agrees ; but shortly retitinsfers the 
coin and drinks his pint. The road being long and the 
day hot, the barrel was empty when the course was 
reached: the one small coin in its many passages had 
caused the whole amount of beer — ^valued at many shillings 
— to be bought and sold. 

Applying these terms we can make the following state- 
ments : 

An increasing Demand for money (an eagerness to sell 
goods) raises the value of money or, in other 
Mo'ney*^ words, makes prices fall, 
restated. An increasing Supply of money (an increase 

in the coin or notes circulating, and especially 
in the amount of credit available) lowers the value of 


money, or, in other words, makes prices rise. 

You Avill recognise that, as a rule, when business is brisk, 
when goods are being freely bought and sold (i.e. when 
there is a great Demand for money) there is also a readi- 
ness among traders to trust one another (credit is good, so 
there is a great Supply of money). Whether prices in 
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general rise or fall will then be dependent upon the relative 
increase. At times, however. Demand and Supply will 
move in opposite directions. During the War years, pro- 
duction of the ordinary commodities of trade slackened ; 
men -yere diverted from the work of production to the 
work of destruction ; the rapid interchange of commodities 
was prevented through lack of means of transport, for 
these means were largely occupied in the transference of 
men and munitions of war; the holders of stocks were 
reluctant to part with them, since prices were perceptibly 
soaring. There was little Demand for money. At the 
same time there was, throughout Europe, an astonishing 
increase in the Supply of money ; it grew with a speed 
not exceeded by Jack’s beanstalk. Not only was the 
ordinary currency supplemented or replaced by paper 
substitutes, but the various governments — our own 
included— “ manufactured ” credit to an enormous ex- 
tent. 

The method of manufacture is clearly explained in the 
report of the Committee on Currency and Foreign Ex- 
changes after the War (1918) ; " Suppose, for example, 
that in a given week the Q-ovemment require iSlO, 000,000 
over and above the receipts from taxation and loans from 
the public. They apply for an advance from the Bank 
of England, which by a book entry places the amount 
required to the credit of Public Deposits in the same way 
as any other banker credits the account of a customer 
when he grants him temporary accommodation. The 
amount is then paid out to the contractors and other 
Government creditors, and passes, when the cheques are 
cleared, to the credit of their bankers in the books of the 
Bank of England— in other words, is transferred from the 
Public to ‘ Other ’ Deposits, the effect of the whole trans- 
action thus being to increase by .£10,000,000 the pur- 
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ohasiDg power in the hands of the public in the form of 
deposits in the Joint Stoch Banks and the hankers’ cash 
at the Bank of England bj the same, amount. The 
bankers’ liabilities to depositors being thus increased bj 
^10,000,000 and their cash reserves by an equal ayiount, 
their proportion of cash to liabilities (which was normally 
before the War something under 20 per cent.) is improved, 
with the result that they are in a position to make advances 
to their customers to an amount equal to four or five times 
the sum added to their cash reserves, or, in the absence of 
demand for such accommodation, to increase their invest- 
ments by the difference between the cash received and the 
proportion they require to hold against the increase of 
their deposit liabilities. Since the outbreak of war it was 
the second procedure which in the main was followed, the 
surplus cash having been used to subscribe for Treasuiy 
, Bills and other Government securities. The money so 
subscribed was again spent by the Government and re- 
turned in manner above described to the bankers’ cash 
balances, the process being repeated again and again until 
each .£10,000,000 originally advanced by the Bank of 
England created new depositors representing new pur- 
chasing power to several times that amount." 

When the quantity of money. increases, other things 
remaining practically the same, prices go up. When in 
the beginning of 1915 the Australian troops, their pockets 
well lined by a munificent government, came to a town — 
to Alexandria perhaps where the ill-paid French troops - 
had formerly dictated prices — up went prices. The British 
soldiers’ pay fell in purchasing power as it came into con- 
tact with the bigger colonial pay. Or rather, as more 
money came into the town and as the supply of things 
bought and sold could not be as rapidly increased; even 
though the enterprising peoples of that cosmopolitan town 
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did tlieir best to provide means of spending, prices went 
up with astonishing rapidity. 

The Times Index Number is comprehensive enough; 

and you may wish to examine it in detail. 
It sums up the situation at the end of 1921, 
and the capital diagrams that impress the' 
lessons taught add greatly to its value. The 
outstanding feature of 1921 is, you note, the steady decline 
in prices as we came nearer and nearer to the gold stan- 
dard. The tables, reproduced by hind permission of the 
Times, are given below :-r- 

As compared with the highest point in 1920 the fol- 
lowing percentage declines are shown : Cereals, 62'2 ; 
meat and fish, 37‘2 ; other food, 53'6 ; iron and steel, 59'6 ; 
other metals and minerals, 57‘0; cotton, 7r9; other 
textiles, 66'1 ; and miscellaneous articles, 34'4. 

The subjoined table shows the actual prices of 60 of the 
principal commodities afthe close of the four quarters of 
last year and. on December 31, 1920 and 1919, with 
average prices for 1913. 

The elaborate tables given, compiled by the Supreme 
Economic Council, may be of interest. The comparisons 
‘ possible are many and illuminating. Notice, for instance, 
how the rise iu' prices was almost' as great in Sweden, a 
non-belligerent country, as in the United Kingdom. 

Notice how the Board of Trade’s Index' Number keeps 
consistently above those compiled for the Economist and 
the Statist. The first, taking a wider range of com- 
modities, ' is probably the better index. See the tables 
below. 


An 

ElaboTj^te 

Index 

Humber. 
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Average price oE plaice, cod, and haddock. 
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CHAPTER IX. 


BMKDTG- MD THE MONET MAEKET: CEEDIT. 

We spoke, in - Chapter I., of the manner in -which the 
invention of Money enabled men more 
^Credi™ to co-operate with one another. 

Esually -without any formal agreement, men 
have concurred in accepting a measure of value and a 
medium of exchange. This concurrence, tacit or declared, 
has enabled trade and division of labour— with all its 
economic advantages— to develop. Consider, now, how 
Credit operates in the same way. For when we speak of 
money we do not think merely of coin, or even of coin and 
bank notes. We include all instruments and tokens that 
serve readily to effect the transfer of property from one 
owner to another. A merchant relinquishes his goods, a 
landowner gives up the evidence of his ownership, in return 
for a slip of paper. Are these the acts of reasonable men ? 
Why are we perfectly contented, in return for the services 
we have rendered, to take the more or less bulky parcel of 
bank or of Treasury notes proffered to us, or the cheque 
enabling us to make good our claims on a person other than 
the one we have benefitted? Our ever-so-many-times- 
great-grandfather in Queen Elizabeth’s day would have 
wanted something more substantial than pieces of paper, 
even though bearing the mark of the State. He had not 
become habituated to the economising expedients. 
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We tal:e the notes not at all because we want to keep 
them— to paper our houses, to light our fires with them ; 
we take them because we are perfectly sure that, when we 
wish to obtain food or clothing, when we wish to repay 
another for services rendered to us, we shall be able to do 
so by their means. Others will be willing to accept them 
from us at the valuation at which we accepted them ; .and 
the one property required of money is that it shall be 
readily acceptable. Whatever is I'eadily acceptable may be 
money. In our times, confidence between man and man 
the conviction that men will fulfil their obligations, has so 
grown that we take a promise for the performance. The 
promise of a dinner to-morrow will not satisfy my hunger 
to-day j the promise of a new suit next Spring will not 
enable me to go gaily clad next Sunday. But the promise 
of gold will do as good service in facilitating exchanges as 
the gold itself does. The promise is an undertaking and a 
certificate. But then the gold piece itself may, as money, 
be looked upon as no other than such an undertaking and 
certificate. As a certificate it gives assurance to the world 
at large that its holder has done good service for the com- 
munity i has helped to produce the wheat for its bread, the 
wool for its clothing; he has enteitained his fellows by 
song and dance; he has written a book that the world mil 
not willingly let die ; he has painted a picture from which 
generations to come will draw inspiration ; he has conferred 
benefits upon them by directing the affairs of a great 
empire. In one way or another, he. has contributed his 
portion to the general store ; and the coins or notes bear, 
witness to the fact. As an undertaking, the note or coin is 
a promise from the community to supply its holder with 
whatever he requires — ^up to the amount of the certificate. 
We could, indeed, imagine a state of things in which, even 
though money were not in question, men would thus con- 
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tribute to a common fund of comforting things, certain 
that on request they could draw from that common fund. 
We have not yet reached such a state, hut by the use of 
paper, representing money and taken in lieu of it, we have 
approached it. 

Similarly, we could, giving our imagination further 
exeiuise, picture to ourselves a central ware- 
house, into which the nations of the world 
conveyed theii* products, receiving from the 
storekeeper a certificate for the value of their goods. By 
means of “ titles,’’ the paper that by usage of merchants 
has become not alone the representative of goods but the 
accepted evidence of property in the goods, this is, in fact, 
realised. Eights to property become identified with the 
market value of property : and at that value pass as 
readily as the gold in which they are measured. The Bill 
of Lading, for example, stands for a shipment of wheat on 
the sea from Karachi to London. During the voyage the 
ownership of the wheat has changed several time's ; the Bill 
of Lading has been accepted in faith for the wheat; and 
the wheat has, we may in our optimism suppose, passed 
into hands that can make the most use of it. To be sure, 
the coins or notes we get do not, as such an instrument 
does, specify the goods upon which they constitute a claim. 
That matters little; it simply leaves to us the option 
of directing our demand to those things that, at the 
moment, make the strongest appeal to us. Money gives 


us a general authority ; a Bill of Lading, a Warehouse 
Eeceipt, or a Wheat Certificate, gives us a special authority! 
Money, whether in the form of coin or of paper, is an 
option bearer. The Bill of Lading entitles its holder to 
specified goods. The essence is the same, however. Ail 
are certificates entitling the holders to claim goods— in small 
part of their own production, in very large part of othei's’ 
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production. They all— tlio money timt is potentinlly any- 
thing, tho “lilies" that nro identified witli specified 
property — oii.'ihio ns, white obscuring the fact, to co- 
opcralo witli ono another, Tlio more claims wo havo, the 
more we can enjoy; hut tho claims nro not our iiial income ; 
they are merely an intermediate step towards it, 

■Wo are told that one of the American plutocrats, giving 
a spectacular feast, proudly boasted that the 
Dcpcndcncs •dtcrniost corners of the earth had been 
upon Othen. i^osachcd to prorido the Itixnrics that fur- 
nished the tables. Probably lio was right. 
But is there one among us who, having enjoyed his Sunday 
dinner, might not complacently say the same? Anstmlia 
and tho Indies, America and the Isles of tho Pacific have 
sunt their products. Why ? What claim had wo upon 
the coiToo growerin Java that the fragrant berries sliouid bo 
put at onr di.sposal ? What claim upon tlio Now Zealand 
settler tlial his land should feed sheep to provide a chief 
dish? What claim upon the farmer in the iic.tI comity 
that he should send us potatoes? Tlic one claim is lliat wc 
havo served others ; wo havo a cortificalo to that elfcot— a 
tangible golden certificate, or, more usually, one of which 
the visible signs are figures in a banker's book— and our 
transfer of the certificate is our demand for tho products. 
Wc have grown into ono corporation with tho world at 
large, and wo feel tho effects of tho fortunes of ineii 
throughout tho world. Is there a drought in Now South 
Wales ? Then our uo.xt winter's suit will cost us more. 
Does revolution break out in the Argentiuo ? Then leather 
for onr Iwots will bo dilllcult to got, and Northampton will 
have its problem of unemployed intonBified. A bounlitnl 
harvest in Canada reduces the price of wheat, biscuits— 
now a Injury for tho few— become a comfort for tho many, 
and IJoading works at grader prossnro. Tho o.\tniordinnry 
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development in our dependence upon people -whom we gT^gii 
never see has come about through (1) a material factor, ike 
amazing improvment in transport facilities, and (2) an 
immaterial factor, the extension of our money and credit 
system^ 

The twentieth century trader is dependent upon credit 
facilities; his medieval predecessor was, at 
TTsmy*?* decrees of the Church, de- 

prived of them. The exaction of interest 
was called usury much in the same manner as we, wishing 
to convey rebuke, called the making of profits, “ profiteer- 
ing.” Then it was that men like the Merchant of Venice 
condemned those who took " a breed of barren metal of his 
friend.” Business men were in a stmit between two perils : 
"He who practiseth usury goeth to Hell, and he who 
practiseth it not tendeth to destruction.” In 1253, we find 
Eoger, Bishop of London, “ a learned and religious man,” 
inveighing against the Causini, natives of Cahors, who with 
the Lombards throve as moneylenders: “In those days 
the abominable Plague of the Causini raged so fiercely 
that there was scarce any man in England not entangled 
in their net. They beguiled the indigent in their necessi- 
ties, cloaking their usury under the pretence of trade, and 
feigning not to know that whatsoever payment is added to 
the principal is usury, under whatsoever’ name it is called.” 
For those that needed temporary accommodation charitable 
banks were set up ; " many burgesses of cities and places 
of England have set aside a certain sum of money to be 
lent to the poor without interest, by trustworthy persons, 
that they may not be oppressed or devoured by usury.” 
But the convenience of the system prevailed, as it was 
bound to do. The Church was reluctantly obliged to give 
way : and the State felt itself constrained to limit, for the 
benefit of the borrowers, the amount that might be 
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exacted by usury. Our own Usury Laws were, in fact, 
only abolished in 1854 after much trenchant criticism by 
Jeremy Bentham. The one survival we have over of inter- 
ference with the rate of interest is provided by our 
Moneylenders Acts of 1900 and 1911. These dj not 
prescribe what shall be regarded as a fair rate of interest. 
But they enable the Judge, in any action taken by a 
moneylender, to re-open and revise the transaction if in 
his opinion the' terms are unfair; if “the transaction is 
harsh and unconscionable.” 

It is sometimes asserted that the development of credit 
has brought us back to barter: “The ten- 
dency is, by altogether domg away with the 
instrument of exchange to bring ns back 
to the direct exchange of commodity for 
commodity, in fine, to barter.” This must, 
however, be interpreted with a difference. Barter as the 
result of the development of money economy is very 
different from primitive barter. For money is not only 
the actual medium of exchange ; it is also the standard to 
which the values of all other commodities are referred. 
The suppression of the first function does not involve the 
suppression of the second. Bather, this second function 
becomes of the greater importance : the material money is 
absent, but its now theoretical value still serves us as the 
measure of other values. 'We do not handle the sovereign, 
yet it remains the standard of value. All that is required 
to enable it to remain so is a link between gold and paper ; 
the sovereign need not circulate.’ There must, however, 
be no difficulty in obtaining gold for export or for manu- 
facture. - The introduction of money, metallic or other 
made commerce practicable ; but men did not at a bound 
reach the abstract notion of money as merely measuring 
value. Tet, as commerce increased and reciprocal dealings 


Absence of 
Honey not 
Necessarily 
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became more numerous, the device of representative money 
was bound spontaneously to suggest itself. Then all that 
changed hands to consummate exchanges was a piece of 
paper transferring a title to money. A man has a right to 
goId-,^y transfening this right he commands the goods 
and services of other men. ITo material money need change 
hands except between institutions like banks, where the 
traders keep their money. A further stage is reached 
when all banks keep their balances in one central bank. 
Then all money transactions simply mean ultimately a 
transfer of credit in the books of this central institution. 
By means of this transfening of credit we have certainly a 
return to barter, but with the advantages of a money 
economy. We extend the idea, too, to foreign trade; 
where the Bill of Exchange operates as the instrument 
whereby claims to gold are tensferred. In foreign trade, 
because money measures, exports and credits pay for 
imports and debts ; the gold shipped from time to time is 
a commodity sent to make up for dedciencies in other 
directions. 

We may sum up the matter in this way. From tlie 
primitive method of bartering goods for 
e^'change gradually developed to the 
notion of a standard or measure,— the 
accepted value of an ox, or a slave, or a woman, or a 
quantity of wheat, or a weight of metal. The best 
measure ultimately comes to be those means of exchange 
that are most durable and (being most precious and so 
taking up least space) 01*6 the handiest. That is, gold and 
silver, of officially certified weight and fineness, have 
become the coin and ouivency of nations. And as the 
volume of trading transactions grew, the more precious 
metal became the one standard; and the silver assumed a 
merely subordinate place. A further step is the acceptance 
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of a note (certifjing ownersHp of metal) instead of tlie 
handling of metal coins. People have faith in the G-oyem- 
ment or in the bank issuing the note j and Credit begins. 
When pajments are efiected for the most part by means of 
cheques, "which transfer credits, we have the modern 
banking system. Thera has been a steady diminution in 
the trouble, in the risk, and in the delay of transferring 
property. 

A business man nowadays pays his way by passing on 
the evidences of indebtedness to him ; and that is all he 
need do. He can show that money is due to him, and the 
bank manager, accepting this evidence, exchanges the 
bank’s credit for the customer’s. 

The Banker Indispensable in Modern Trade. 

We may put it that the Banker and the facilities he 
affords are indispensable to the trader, who must usually 
wait long between the initiation of a transaction and its 
conclusion. A long interval passes’ before the clay and 
timber, the glass and iron, becomes a house habitable by 
man. Trading operations at all protracted would be 
impossible unless based upon Credit; no trader could 
afford to lock up his Capital indefinitely. The banker 
enables him to turn not only his credits but his very 
property into liquid purchasing power : the Bills payable 
in three months are discounted and present “money” 
provided, or the property is represented by a security and 
an overdraft granted on it. The banker turns present 
or prospective property into present purchasing power. 

Tn fact the trader, the middleman who to-day plays so 
great a part in the world’s work, developed 
and could only develop as banking and credit 
' facilities developed. Extended commerce and 
banking facilities were mutual cause and effect. The method 
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of accepting matters on trust early arose among us ; and 
among us is even now more widespread tlian elsewliere. 
We are not more credulous, more gullible than the rest of 
mankind. We have only had longer experience in finding 
out that men ordinarily perform their obligations. In 
Stuart times, when the man that specialised in "distri- 
buting" goods became prominent, the want of a place 
where money could be borrowed and where surplus cash 
could be put into safe keeping was keenly felt. Traders 
with a temporary surplus would entrust their money to 
an individual goldsmith or would send it to the London 
offices of the Goldsmiths Company. The Company at first 
stored the money and charged a fee; but later lent a 
portion at interest to other traders. The Company thereby 
made a profit from the stored money ; but no one was 
harmed provided that depositors were always able to get 
their money on demand. Clearly, it was worth while to 
devolve upon others the responsibility of presen’iug one’s 
wealth, though no doubt hoarding was common. The 
father of Pope, we are told, when retiring from his linen 
drapery in the Strand about this . time, carried to his 
country retreat a strong box containing nearly twenty 
thousand pounds, and took from it what was from time to 
time needed for his household expenses. To-day, however, 
the hoarding of valuables is resorted to only when political 
insecurity threatens savings. During the deplorable 
experiences of Russia in 1918-21, men were thrust back 
into the practices of primitive life: money came to be 
regarded in its very early sense of a store of value. Credit 
was dead and metal money alone served in exchanges. 

The Goldsmiths Company extended their banking busi- 
ness in two noteworthy directions. The receipts for money 
deposited with them began to circulate as equivalents of 
the money deposited; these receipts became, that is, 
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sometliing like our modern banknotes. The traders, too, 
who had deposited their monej with the Company, haring 
payments to make, would by a simple device avoid the 
trouble and delay of withdrawing their deposits. They 
began to give their creditors a note to the officials •£ the 
Company asking them to pay the person named. So began 
the system, now so overwhelmingly predominant in the 
business world, of payment by cheques. One of the 
earliest “ cheques ” in this sense was that by which the 
Duke of Bolton transferred to Titus Oates, the notorious 
informer, a pact of the money deposited with Mr. Francis 
Child. This gentleman is said to be the first of the gold- 
smiths that gave up the dealing in jewellery and restricted 
himself to “ banking.” It is an illustration of reasonable- 
ness of our confidence in the custodians of our savings 
that we find the firm of Child still doing business “near 
Temple Bar.” Here is the cheque, which you can compare 
with some of those which happily reach you: — 

July 30th, 1689. 

• Sir, — On sight hereof pray pay unto Ye Eev. 

Doctor Tytus Oates or his ord'' ye sum of Fifty 

Founds and place ye same 

to the account of 

assured friend, 
Bolton. 

To Mr. ffra. Child, 

Near Temple Barre 
i06O These 

The essentials of our modern cheque are here, you note. 
This early cheque is an order to a banker to pay on demand 
a definite sum to an ascertainable person. Our orders 
may be couched in more peremptory fashion; but the 
substance is the same. Our cheques, too, are usually on 
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specially prepared pieces of 'paper ; thougli you should note 
that a cheque may he di'awn upon any piece of paper at 
your disposal. And in our days the State, seeking in 
multitudinous ways to raise money to cope with its enor- 
mous cexpenses, directs that a stamp duty of twopence 
shall he paid upon each cheque. 

T he E ssence op the C^heque. 

The cheque is essentially m order ujpon the Banker; and, 
since in our country the hahit and disposition to give 
credit is so generally diffused, payment hy cheque has 
become the chief economising expedient for money. 
Obviously, if the trader making the payment and the 
trader receiving it kept their money with the same banker 
no money need pass. A few entries in the banker’s ledger 
would suffice ; an amount would be transferred from the 
credit of the payer to that of the receiver. If all London 
business men kept their cash at the same banker’s and 
made payments by cheque, no money need intervene for 
transactions beginning and ending in London. And since 
the Clearing House arrangement makes all the City 
Banking houses virtually into one establishment, this 
ideal is pretty well attained in fact. The number of 
cheques presented at a bank counter for payment in cash 
is quite insignificant ; the great majority are settled by the 
method of compensation at. the Clearii^ House, orders 
against one bank being balanced by orders upon another. 

A cheque is a Bill of Exchange drawn on a banker, 
signed by the drawei’, who requires the banker to pay on 
demand a definite sum of money, either to a specified 
person or to his order, or to the bearer. The definition 
according to the Bill of Exchange Act, 1882, is “ A Bill of 
Exchange di'awn on a banker, payable on demand." As 
examination of any of the common forms of cheques will 
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show, the cheque is a written command : it is couched in 
the imperative mood, the person having a credit at the 
banker’s is in the dignified position of being able to issue 
orders to that banker. And the banker will obey ; for he 
has undertaken an obligation to honour his custgmer’s 
signature up to the extent of that customer’s credit. The 
cheque (or chech of which the word is a variant) was 
originally the counterfoil (or indent) of an exchequer bill, 
or any draft form of payment; on the counterfoil were 
registered particulars of the principal part. There was, 
therefore, a check on forgery or alteration. The hanker, or 
other person to whom payment was made, retained the 
cheque ; the customer obtained a " draft,” or drawn note. 

The cheque in effect assigns to a creditor part of the 
funds at the debtor’s disposal; and its usual effect is 
merely to alter figures in the bankers’ ledgers. The 
crediter’s account is increased, the debtor’s account is 
decreased by the amount of the cheque. This is particu- 
larly so with crossed cheques, "Cheques drawn so that 
they may not be paid.” The crossing assures that the 
cheques will in any event be paid only through a banker ; 
the amount is first credited to an account. In fact, they 
are very rarely turned into cash. 

The cheque system is good in this respect that it is 
perfectly elastic, expanding and contracting with the needs 
of commerce. A cheque is. .bom at command and is 
extinguished by use. When trade is brisk many cheques 
are drawn ; when trade is slack few cheques are drawn. 
Prices are kept steady through such self-adjusting mechan- 
ism of exchange ; for as the cheque increases the quantity 
of money so the commodity changes hands. Bedemption 
is speedy and its currency is not hampered by restrictive 
laws. Cheques cannot, however, serve except between 
people who know and trust one another: they are not 
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legal tender; no one is obliged to accept them in payment 
and they are inapplicable for small retail transactions. 

The cheque is the bank note of individuals. Both 
. cheques and bank notes are credit instru- 
daeMfrm holder of a cheque is the creditor 

tEe Bank note. drawer; and he takes the cheque 

believing that the drawer has funds 
sufficient to meet it in the bank. The holder of the note 
is a creditor of the hank itself, and he takes the note 
believing that the bank will be prepared at any moment to 
give him cash in lieu. If, having sold my motor bicycle 
to John Jones for iBlO, I accept from him two sES notes, I 
do so because 1 trust the Bank of England. If I take his 
cheque I do so because I trust him and his bank: I believe 
that he has funds at the bank and that the bank is a 
sound one. Both notes and cheque form part of our 
currency. There are differences, however. In our country, 
as in all countries where banking has developed to any 
extent, devices are employed for giving special security to 
bank notes. The machinery of the Bank Charter Act is 
mainly for that purpose. Cheques, however, may be 
multiplied without restriction ; they are in fact limited 
only by the moderation of bankers and the amount of 
security that their customers— to whom overdrafts are 
granted — are able to provide. (The ■ overdrafts are, of 
course, not above the fund against which cheques are 
drawn. They are, however, the part of credit that the 
banker is primarily responsible for.) The United States 
Legislation has, indeed, framed regulations in the interests 
of depositors, and constrains the banks to maintain a 
prescribed ratio of reserves to deposits. Even there, 
however, depositors are far less safeguarded than note 
holders. Among us, the drawers of cheques and those to 
whom cheques are paid are supposed to be able to look 
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after themselTes. The holder of a bank note has been 
obliged to late it in payment; it is (now that the Bank 
of England has a monopoly of note issue in this country) 
legal tender. Moreover, the bank note is the instrument 
by which small savings may be accumulated. The definite 
“ circulation ” of notes demands safeguards. The cheque, 
on the other hand, is not legal tender, the creditor need 
not take it, and in the event of the cheque’s being unpaid 
the debt is not cancelled. A cheque 1ms a very limited 
circulation ; it does not pass from hand to hand like the 
bank note, but its goodness is almost at once put to the 
test. The distinction, growth of custom as it was, has 
been ci^stallised into law. The taker of a bank note 
becomes at once the creditor of the b<ank, can look to it 
only for payment. The taker of a cheque is still the 
creditor of the drawer until the bank pays. If the bank 
refuses, for one reason or another, to pay, it is not the 
taker of the cheque but the drawer that has right of action 
against the bank. The bank is liable to the depositor, not 
to the cheque holder; unless, indeed, by failing to present 
the cheque within a reasonable time the latter substitutes 
himself as creditor to the bauk. 

If, for example, I am paid by a cheque and, through 
negligence or carelessness, fail to present it within a 
reasonable time, the bank upon which it is drawn may 
fail before presentation. Then it is that I, not the drawer, 
lose on the cheque. 

Our plan of looking after notes and leaving the more 
important instrument of credit quite imrestrioted is, 
perhaps, not logical. Bveiy trader is interested nowadays 
in the soundness of the banks. He is in practice obliged 
to have his bank account and to acquiesce in the cheque 
system; he should be able to count upon the ability of 
the banks to meet their obligations. Public concern for 
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l)anking is sot now^ ia regard to notes, but to deposits and 
cheques drawn against deposits. 

An old case, Miller v. Eace (1758),. sums up the legal 
aspect of a hank note. What was then laid 
The Bjjiik Note flown still rules, and is not likely to be 
Money. changed. They are “not goods, or securities, 
or documents for debts; but are monej, 
cash, in the ordinary course and transactions of business.” 
They were declared to be “as much money as guineas 
themselves are, or any other current coin ” ; they pass 
by a will that bequeaths the testator’s money; on payment 
of them a receipt is always given as for money; on 
bankruptcies they cannot be followed as identical and 
distinguishable from money. One of the counsel had 
sought to establish a paraEel between bank notes and 
lottery tickets. But the judges held that the lottery ticket 
is “ identical and specific ” ; and a specific action will lie 
for its recoveiy. Land itself is not more specific than the 
lottery ticket, for one is a prize, another a blank. The 
hank note, though it bears a number, is -the same as 
another bank note of the same denomination. “No 
dispute ought to be made with the bearer of a cash note, 
in regard to commerce and for the sake of the credit of 
these notes; though it may be both reasonable and 
customary to stay the payment, till inquiry can be made 
whether the bearer of the note came by it fairly or 
not.” 

The course of trade creates a property of the note in 
the assignee or bearer. “’Tis pity that reporters some- 
times catch at quaint expressions that may happen to be 
dropped at the bar or bench ; and mistake their meanmg. 
It has been quaintly said, ‘that the reason why money 
cannot be followed is, because it has no ear-mark ’ ; but 
this is not true. The true reason is upon the currency 
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of it. So in case of money stolen, the true owner cannot 
recover it after it has been paid away fairly and honestly 
upon a valuable and horn fide consideration : but, before 
money has been passed into currency, an action may be 
brought for the money itself.” • 

This holds, you note, for all “negotiable instruments," 
including cheques. You may hnow who has a cheque 
that has been stolen from you. But if the holder can 
show that he obtained the cheque in the ordinary course 
of business, in a quite straightforward and honourable 
way, i.e. without notice that it had previously been stolen, 
you cannot recover it ; and he is entitled to pay- 
ment. 

To an extraordinary extent, then, the modem business 
man is dependent upon the banker and the 
banking system. One enthusiastic writer, 
Modemlftade. wishing to emphasise the dominating 
influence exercised by the hanks, declares 
that the cessation even for a day or two of the banker’s 
activities would cause a complete paralysis of the economic 
life of the nation. Such a cessation would produce swifter 
and more far-reaching effects than the strike of the most 
effective Labour Union. The merchant works by means 
of the credit facilities he enjoys, and he would have no 
facilities, Unable to discount the bills he held, unable 
to cash the cheques paid to him, he could not meet the 
obligations constantly falling due, and must become 
bankrupt. The manufacturer making for a market distant 
in time and place, depends upon the support of the banks ; 
and that support failing he must cease work. Whether 
money is scarce or plentiful, whether over-drafts are hard 
or .easy to obtain, is a matter of supreme importance 
to the trader. The stock he has bought is carried on 
credit ; if the banker, the interpreter of the financial state 
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With the 
Spenders. 


of tlie country, restricts the credit then the trader is 
obliged to “unload,” to sell his stocks with as little 
sacrifice as possible. 

The picture drawn of the banker’s work is little 
HecoSneots e^caggerated. True, the banker is only a 
the Savers middleman; he connects the people who 
save with the people who are able to employ 
savings in the creation of wealth. In our 
country, at any rate, people have a deep-rooted confidence 
in the security of funds entrusted to others. They are 
willing to deposit with the bankers and content themselves 
with moderate interest upon their deposits. Unwilling or 
unable to use their accumulated savings .themselves, they 
provide the means whereby the banker meets the needs 
of those that work and trade on borrowed capital. “ Our 
people,” says Bagehot, “are bolder in dealing with their 
money than any continental nation, and even if they were 
not bolder, the mere fact that their money is deposited in 
a bank makes it far more obtainable. A million pounds 
in the hands of a single banker is a great power ; he can 
at once lend it where he will, and borrowers can come to 
him; because they Icnow or believe that he has it. But 
the same sum scattered in tens and fifties throughout a 
whole nation is no power at all : no one knows where to 
find it or whom to ask for it. Concentration of money in 
banks, though not the sole cause, is the principal cause 
which has made the money market of England so rich, so 
much beyond that of other countries.” 

The banker, you note, is a dealer in credit. He does 
not create capital : he only enables it to be 
Credtt “ transferred' from the possession of those 
unable to or unwilling to use it, into the 
possession of those able and aiaiouB to use it. Even so, 
however, his work is of the gimtest benefit to the 
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community. For capital is the produce of past labour 
employed in order to help present labour. Unless capital' 
is employed by labour it perishes; the food the worker 
might have eaten decays, tlie clothes he might have worn 
nourish moths, the machinery whereby he might ‘have 
exercised his skill rusts away. In a community like om's 
there are numbers, professional men for example, doctors 
and lawyers and — rtirely — ^teachers, who earn more than 
they spend. They themselves have neither the time nor 
the inclination to employ the surplus in setting workers 
to work ; they deposit their claims to it at the banker's. 
Then the employing class, the trader or the manufacturer 
who can give good security or can show ' reasonable 
prospects of gain, obtains the use of it. The surplus 
bears fruit abundantly whereas, unemployed, it would at 
best remain intact. The more readily those that know 
how to employ capital find access to it, the better for all 
concerned. The banker does not increase the productive 
funds of a country ; he does call those funds into activity. 
Those who save not only have their savings preserved for 
them, but receive also a present benefit ; those who have 
industrial talent and organising power obtain means of 
using those capacities for the increase of public wealth. 
One essential function of hanking is the mobilisation of 
capital for use in the varied activities of industry and 
commerce. The leading principle of our system is that 
the loans are of a purely temporary nature, that it is the 
financmg of commodities in process of manufacture and 
distribution up to the time they enter into consumption 
when the payment from the consumer liquidates all cost. 
Our banks, unlike those noted below, do not themselves 
undertake industrial and trading functions, do not them- 
selves promote companies, they do provide a largo part 
of working capital. (See Appendix VII.) 
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Why should the manufacturer or the trader need credit ? 

One reason, constantly operating, is the 

Production usually elapses between 

Fioceas. ^be obtaining of the raw material and the 
' payment by the consumer for the finished 

article, between the mining of the iron-ore at Bilbao and 
the selling of the Shefiield knife to the West African 
negro; between the gathering of the pods of the cotton 
tree and the exposure for sale of Manchester goods in the 
bazaar at Calcutta. Manufacturers are obliged to make 
in advance of the actual demand for their goods. These 
are carried in stock pending the sale to the retailers. And 
even if made to order the long production process needs 
financing : the publisher gets under way and incurs expenses 
this year for next year’s books. Industry is com- 
plicated, the manufacturer tries to foresee the require- 
ments of a market distant in time, perhaps in place ; trade 
transactions are usually credit transactions, the merchant 
gives three, sometimes six months’ credit. The man who in 
the preparatory stage smelts the iron or spins the cotton, who 
has added to the value to the raw material, wishes to be 
paid for his work long before the consumer liquidates the 
whole amount due. The manufacturer who makes'the knife 
or the spade or the flowered muslin wishes to carry on work 
while his product is being distributed. The manufacturer 
or wholesaler draws a three months' bill, so that his business 
may be a continuous one, not an alternation of working and 
waiting. Creditfacilities, that is, the activities of the banker, 


are called for at every stage of the long production process. 
The banker facilitates exchanges; for he provides the 


Frovision of 
Hoiiey. 


faith money by means of which exchanges 
are for the most part effected. We know 
that money is not merely the gold and 


silver coins that in those comfortable days before the 
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War circulated among us : money is wliatovor inatnimont, 
token, ore\pediont aorves the most readily and economically 
to effect the tranafer of properly from ouo owner to 
anotlior. In this aonso of money tlio clKxpio is the result 
of the development since 181-1 of the large joinUsleck 
hanks. 

So long ns credit is good, so long ns people Inave con- 
fidence in one another, the cheque is a perfect money. 
In comp.iri>.on with it sovereigns are cnmlici’somo: a 
million sovereigns weieh somelhing like seven tons, and 
tran*-actions of any magnitude would he .almost impossible 
if weights of gold had to piss. The ehequo has well-nigh 
superseded hank notes in use. By its ine.ins each customer 
of a hank issues his own notes for the exact amount ho 
needs; the quality of the notes is speedily tested; and 
the hanker liecomes the le<1ger keejier of the business 
community, the result of a trading opemt ion Iwing simply 
an alteration of figures in his books. 

We may thus sum up the advantages the business man 
Eniaiaaty. derives from the banking sy.slcm : — 

(i) lie is en.abicd to convert his own credit (which has 
a narrow currency) into the bank's credit (which has a 
wide currency). He obtains in bis cheque book a grnrrnU;/ 
arci'pfnhle luodiiim of exchange. 

(ii) He is enabled to share in tho profits from the use 
of c.apital that is for a time idle in the bands of its owners. 

(iii) lie is enabled to make his own credit instantly and 
che.iply avail.ibic at points dist.aiit from his place of 
business. 



CHAPTER X. 


rUNCTIONS AND ECONOMIC SIGNIFICANCE 
OF BANKING AND THE CREDIT SYSTEM. 

The outbi-eak of war in tlie August of 19l4 gave a 
striking proof of the dependence of business 
Upon banldng. Trade is transacted, nowa- 
Syatem. 'lajs, not by means of coin but by means of 
bankers’ credits. Credit is confidence ; and, 
rvlien the abrupt stoppage in business came, confidence for 
a great part disappeared, and with it the money that 
facilitated exchanges. In peaceful times “money" is 
usually simply evidence of property. It is not property 
itself. When credit is shaken though, men are ill content 
with any money that is not property in itself ; there arises 
a craving for “ hard money,” and men seek gold instead of 
paper. They try then to turn non-liquid resources, land 
or stocks or stores of commodities, into liquid resources, 
into the gold and silver to which people return in times of 
emergency. Paper bearing the guarantee of the Govern- 
ment might be accepted in lieu of the hard money, but 
little else. And apparently the paper was but reluctantly 
accepted in countries like France, where banking and the 
credit system were comparatively little developed. It was 

160 



BANKING AND THE CREDIT SrSTEJI. 


151 


deemed necessaiy in our own country to organise propa- 
ganda campaigns in order that people should not talre the 
newly issued Treasury Notes to be exchanged for gold. 

While affairs are tranquil there is a steady flow of funds 
Annihilaf 0 debtor to creditor ; the banker debits 

ofKtoney. ™ order to credit another customer 

The credit system is dependent on this steady 
flow. Each business man is at once a debtor and a credi- 
tor; and he uses his credits to cancel his debits. The 
manufacturer draws on the warehouseman in order to pay 
for his raw material; the warehouseman draws on the 
retailer ; the retailer himself may give credit, and wait till 
wages are paid in factory and workshop. Interruption 
anywhere in the stream means the upsetting of the credit 
system. The War very effectively interrupted the stream > 
Loudon debtors were unable to pay their creditors, because 
their creditors in other countries were unable to pay. 
Brokers who had borrowed money from the banks in order 
to discount bills could not pay back their loans, though 
made on call ; for the bills could not be met at maturity. 
The broker had probably deposited with the banker stock 
exchauge securities as collateral; and in ordinary times, 
the banker would have sold the collateral, paid himself from 
the proceeds of the sale, and handed over such balance as 
remained to the defaulting broker. He could not do this 
in the August of 1914; for one of the extraordinary 
measures made necessary was the closing of the great stock 
exchanges of the world. This was done in the interest of 
both banker and broker. Banks are accustomed to count 
the value of the collateral they hold against loans at the 
closing price of the last session of the stock exchange. So 
long as the Exchanges did not open and reveal the great 
fall in the value of securities, the banks could and did 
refuse to admit that their assets were weakened. And the 
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brokers did not see their holdings sold at a loss. If the 
Exchanges had opened it would have been patent that the 
margin on which loans had been made had been wiped 
out; and some disguise of this fact was thought desirable. 

Th^ credit system had ceased to work for a while ; and 
two other emergency devices were employed to hide the 
fact that, because their assets had frozen and were no 
longer liquid, men were unable to meet their engagements. 
A moratorium was decreed. In our oto country and in 
France no attempt was made to conceal it. In America 
itself measures were taken to protect debtors from pressure 
by their creditors. The settlement of debts was delayed 
until measures were taken to set the stream of credit again 
flowing. There was also among us help from the Bank of 
England which, by its admirable conduct throughout tlie 
War, universally increased its prestige, and became more 
and more recognised as bound up with the stability of 
Britain itself. The Bank rediscounted to an enormous 
amount bills held by the joint stock banks and the bill- 
brokers, issued its notes freely on sound security and in 
excess of the legal minimum, and acted as agent for the 
issue of the emergency currency and for the raising of 
loans. 

Our credit system gives us wonderful advantages: we 
could not as an industrial and trading com- 
Cre^tlystem. without it. But the strange 

and exciting events when war broke out show 
its dangers. The system works so long as people believe 
that the paper promises they have will be honoured ; when 
fear arises that the paper will not, as the tangible gold 
always will, command commodities, then the system tends 
to break down. Stock Exchange securities — evidences of 
part ownership, that is— felt the first brunt of the War. 
Even in July, when the war clouds were gathering, prices 
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dropped in a staitling maimer. In France especiallj the 
losses yKXQ enormous before the moratorium ■was decreed. 
When we ourselves actuallj declared war, frightened sellers 
tried to turn their securities into available money at what- 
ever prices they could get, and unless the selling hai been 
forcibly stopped the banks would hare had to disclose their 
sorry plight. The phenomenon was world wide; for no 
commodity has so extended a market as a good stock 
exchange security. Selling in the world’s stock markets 
was heavy and prices fell alarmingly. Vienna was the first 
to close its Exchange ; far off Montreal and Toronto fol- 
lowed suit the next day; Berlin prohibited quotations 
next ; Paris suspended sales ; and on July 31st the London 
Stock Exchange was closed. New York was applied to by 
terrified sellers in all lands and the. brokers had their hands 
full of selling orders “At the market” (at whatever price 
was ruling). It was certain that, if the New York Ex- 
change opened, an unprecedented collapse was inevitable ; 
and a few minutes before opening time, some four or five 
hours after the English Steck Exchange, the authorities 
announced that New York would not open. 

In our own banking facilities we were not so ill served 
as were our French neighbours ; nor did our 

TCrens^Emd adopt the panic measures ap- 

Money.” parently called for in France. True, we had 

a moratorium of a few days at the banks ; 
but depositors were not unduly hampered. In France the 
banks, except the Banque de France, took full advantage 
of the moratorium; and depositors obtained funds to a 
limited extent only. Hence arose, on the Continent and 
possibly to some extent among us, a distrust of bank 
deposits, of anything except ready money. Hence came a 
hoarding of gold, of silver, even we are told of copper coins, 
while bank notes and other paper money were passed on. 
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• Men came back to tbe almost obsolete function of money, 
its function as a store of value ; they preferred something 
■ instantly convertible into whatever they sought, not some- 
thing that depended for its currency on the degree of credit 
attacVed to a bank. The Banque do France was, too, in 
spite of avast reserve of gold, required to suspend I'edemp- 
tion of its notes in cash ; and cours force (legal tender) 
was given to its notes, to which no date of redemption was 
attached. We certainly prohibited free dealings in gold, 
but gold has always been available at the Bank for both 
its own notes and the Currency Notes issued by the 
Treasury. The hoarding of silver by the French is easy to 
understand. Silver has in Prance unlimited legal tender ; 
it maintains its relative value to gold only through limita- 
tion of issue. And even before the War the gold coins did 
not enter into effective circulation : silver was synonymous 
with money. Tiie Banque itself may at its option pay 
either in gold or in silver; and it uses the privilege at 
times to preserve its gold reserve, proffering silver and 
charging a small premium if gold is required instead. The 
fact that at ordinary times the value of the silver coins is 
below their toIuq as bullion is, therefore, liardly realised. 
Besides, during the War, silver bullion had greatly appreci- 
ated in value. Legal cuiTencies in quite small denomina- 
tions were issued, having been prepared as a measure of 
precaution before the War ; and with some slight friction 
they were accepted in exchanges. It was, in fact, curious 
how our own soldiers as they moved about from region to 
region rapidlj' became accustomed to the extraordinary 
varieties of currencies they encountered. 

Apart from what may be regarded ns quite unusual 
conditions, however, the machinery of credit works 
smoothly and effectively. It is indeed difficult to conceive 
of modern business apart from banking. 
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The main business of an English bank is not tho recep- 
tion of monoj and its safe keeping. It is 
Deposit^ ” competitor with the Post Office Savings 

Bank. This function — the acting as a Safe 
Deposit — was once important when, for examplcT Mr. 
Pepys deposited with his goldsmith .£2,000 “ to be called 
for when I please," and when calling for it three months 
later he, to his agreeable surprise, found it increased to 
.£2,023. For is the main business tho lending of money. 
The goldsmiths indeed induced people to deposit money by 
offering interest ; because they could lend again a great pro- 
portion of the deposit and so finance the business of the city. 
Our own great joint stock banks likewise encourage de- 
posits ; for, clearly, the more people are involved in the credit 
system, the more effective it becomes — much as a telephone 
exchange is more valuable the greater the number of 
people we may call up. Nowadays, however, the money 
transactions of a bank are comparatively small. What the 
bank does is to exchange its credit for its customer’s 
credit. It places to its customer’s account a deposit 
hahnee upon which cheques may be drawn ; tho customer 
promises to pay at a definite time, or hands to the banker 
some instrument by which the banker win pay himself, or 
gives up securities that the banker can, if need be, sell to 
cancel the debt. The bank’s credit is money, is in ordinary 
times as effective in its purchasing power as gold itself is. 
The customer’s credit has a limited range, the bank’s a 
wide one. TJsuall}’ there is something of value behind the 
created money; but there need not be; nor can the 
public discriminate between bank money backed by n 
deposit or issued against a good bill of exchange and 
money that is merely the undertaking of a bank to pa^'. 
(See Appendix YI., where this question is further dis- 
cussed.) 
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We shall perhaps he enabled to form a clearer idea 
of this leading feature of our banking 
system — this creation of money — by con- 
trasting what happens in France. There 
the b&nks are really in great measure savings banks. Their 
depots are really surpluses placed in the custody of the 
bank — ^temporarily for safe keeping, ultimately for inyest- 
ment in such securities as the banks advise. Before the 
War, France stood to the outside world needing money 
much as our saving, agricultural districts stand to our 
great industrial and manufacturing districts. Bagehot 
describes the relation : “ Lombard Street is a sort of stand- 
ing broker between quiet saving districts of the country and 
the active employing districts. . . . There are whole dis- 
tricts in England which cannot and do not employ their 
own money. No purely agricultural county does so. The 
savings of a county with good land, but no manufactures 
and no trade, much exceed what can be safely lent in the 
county. The savings are first lodged in the local banks, 
are by them sent to London and are deposited with 
London bankers, or with the bill brokers. In either case 
the result is the same. The money thus sent up from the 
accumulating districts is employed in discounting the bills 
of the industrial districts. Deposits are made with the 
bankers and bill brokers in Lombard Street by the bankers 
of such counties as Somersetshire and Bnmpshire, and 
those bill brokers and bankers employ them in the discount 
of bills from Yorkshire and Lancashire. Lombard Street 
is thus a perpetual agent between the two great divisions 
of England, — between the rapidly growing districts, where 
almost any amount of money can be well and easily 
employed, and the stationary and the declining districts^ 
where there is more money than can be used.” As the 
sequel of the War showed, France was ill-served by those 
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wlio advised her foreign investments; but substantiallj 
France stood in regard to Bussia and Morocco and Brazil 
in some such relation as that described. With us the 
persons to 'fvhom credit is granted are active business men 
irho depend upon bank accommodation to carry on* their 
businesses. In France depositors have really saved a 
surplus, and look to the banks to direct them where to 
place that surplus. 

And since the banks obtained large profits from market- 
ing foreign securities, the advice was more 
^estment frequently given to invest abroad than to 
Home? support industanal enterpnse at home. It 
would seem that the traditional view of 
banking investments in France is that securities backed by 
the taxing power, even of an inferior State, are far superior 
to any industrial securities. So it was that the banks, 
their depositors being easily guided and controlled, were 
able in 1904 to sell the 800 million francs Bussian Issue, 
taking for themselves 10 per cent., and in the same year 
the 62-^ million Moroccan Loan, from which they obtained 
18| per cent. Much was in like manner lent to Brazil and 
Bulgaria and Austria. Certainly, from these investments 
abroad a steadily growing stieam of payments was coming 
to France, and the Banque de France was, with the in- 
flowing gold, able to build up a great reserve. But it 
appeared, when troubles came, that the nourishing of 
industries on their own soil would have been better for the 
French, They have the notion, from which many among 
us are not free, that a moderate return on their capital 
assures them of its safety, and that a security with a high 
yield cannot but be insecure. If the yield be very low the 
investment must be safe. The Austrian and Bussian 
bonds hardly bore this out ; nor was Brazil, relying for its 
revenue on the one commodity — coffee, a steady resource 
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when foreign shipments came to a standstill. The British 
bankers do not presume to dictate to investors what 
direction their investments should take, nor do they, 
like the German bankers, themselves control industrial 
enterprises ; they do, however, by the provision of money, 
enable invest ments to be made and industrial enterprises 
to flourish. 

We are to note, however, that the money created is based 
upon real foundations. The banker when he 
S*M^y**™ grants a credit knows that he must, at the 
option of the receivers, meet his customer’s 
cheques in legal money. His reserve of legal money — gold, 
or currency notes, or Bank of England notes — ^is always a 
factor limiting the issue of credits. The customer, too, must 
provide some real foundation for the deposit placed to his 
account: he is required to lodge with the banker stocks or , 
shares or bills against goods sold ; and, even if he gets a 
personal credit (an overdraft or a cash credit), he gets this 
because the bank manager is convinced of his soundness) 
or of the soundness of his friends who enter upon a guar- 
antee. Looked at in one way our banking system is 
peculiarly delicate. One might expect that at the slightest 
shock it would be shattered. When we remember, how- 
ever, that the money placed to the credit of a merchant or 
a manufacturer is not gold, and is only in the rarest 
instances regarded as gold, our fears diminish. Credits 
exchange for credits ; and when a lack of confidence makes 
some credits shrink, others shrink, too. A merchant or a 
manufacturer obtains an advance, say of <£8,000, from his 
bank. He gets this 

(i) Barely, because the banker knows him to be a 
man of integrity, always ready and willing 
and able to meet his engagements ; 
or (ii) because friends enter into bond for him, so 
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fhat the hanker has them to call upon in the 
event of Lis debtor’s failing to pay; 
or (iii) by the deposit of secui'ities. 

The peculiarity is the nature of the advance. The bank 
lends its credit to him so that he can draw cheques 'ftp to 
.£8,000. Some actual money — claims upon the com- 
munity — there is behind the loan. The bank itself may 
have about ^2,000 of its shareholders’ money, or there 
may have been a real deposit of about £2,000. Having 
this smaller amotmt available the bank feels safe enough 
in lending the larger amount. It may place the smaller 
amount into the Bank of England (which keeps the re- 
serves of the outer banks) ; the Bank of England takes the 
gold coin, or the paper instruments that are claims on gold, 
and holds it always available for the depositing bank. The 
Bank of England is not, however, scrupulous to keep 
£2,000 in gold intact ready for immediate issue; it em- 
ploys the major part in its own banking operations. The 
gold kept against the advance of £8,000 is, therefore, a 
good deal less than £8,000: it is a percentage of a 
percentage. 

The credits granted must, however, be related to real 
money. For they all constitute claims on 
gold ; and, since the’ essence of a modem 
bank is its instant capacity to meet its 
engagements, the bank must be certain of having a suf- 
ficient supply of gold, or of what the law regards as 
equivalent to gold. The banker will always have an eye 
to his reserve. He will, for instance, wW he takes a 
security in exchange for a credit deposit, look upon the 
security from the point of view of the ease and certainty 
with which it can be sold. Is it one that is certain to find 
an immediate buyer on the Stock Exchange ? Then it is a 
good banking security. Is it a document entitling one to 
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the ownerBhip of houses and lands ? Then, because there 
would be dela7 and difficuliy in disposing of the title, it is 
not so good for the banker. 

The reserve, you note, is not necessarily gold ; it must, 
howeerer, be some form of legal tender. The Tna.TiTiRr in 
which, during the War, the Government obtained credits— 
borrowed money — from the banks is a most interesting 
illustration of this statement. The Government itself was 
forced to create the basis on which it obtained loans. 
Treasury Notes were handed to the banks in exchange for 
a transfer from the banks’ balances at the Bank of Eng- 
land : “ Other Deposits ” were diminished, the " Currency 
Note Account” — which came to be looked upon as a 
portion of “ Public Deposits ” — ^was augmented. Since the 
Government substituted their own securities in the Cur- 
rency Note Account, the transaction came in the end to 
this : by making a number of notes the Government bought 
for its own use the banks’ balances. The banks now, 
having this increased supply of legal tender, were able to 
" lend ” the Government perhaps five times the amount of 
the Treasury Notes issued. The banks were, in effecti 
enabled and indeed desired to tax the public. The 
Government took the tax as a loan, pays interest on it, and 
will ultimately pay off the principal. For their services as 
unofficial tax-gatherers the banks were, therefore, amply 
rewarded. 



CHAPTER XL 


BANKING INVESTMENTS: THE SHOET LOAN 
FUND. 

A man may have much ■wealth, great holdings in 
husmess undertakings that some time hence 
The Banker will yield him a steady stream of profits, 
into^quid being sold would yield many 

Wealth. thousands of pounds, ships and cargoes at 
sea. Tet be may lack immediate purchasing 
power. Our banking facilities, in conjunction with the 
market afforded by the Stock Exchange, provide him ■with 
this requisite. If the " Merchant of Venice ” had enjoyed 
the benefits of our banks he need not have put his life in 
jeopardy; he could have had made a Bill of Lading of 
one of his rich freights, and on the strength of that title 
to property have obtained fr'om some banker on the Eialto 
an advance. The banker turns solid wealth into liquid 
purchasing power, fixed capital into circulating; he unlocks 
the capital that has been invested in enterprises that give 
but a tardy return, though maybe a great one. In one of 
his functions he is, if you like, a kind of glorified pawn- 
broker, who has succeeded in divesting his occupation of all 
sordid details. The pawnbroker takes into his possession, 
as security for the loans he makes, the property itself of 
his customers, their gold watches or their Sunday clothes. 
The banker takes into his possession not the land or the 
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factories or the railways, but the paper evidences of owner- 
ship. In default of payment of tlie loan the pawnbroker 
sells the pledged article ; so, loo, does the banker sell the 
collateral security. If I have .£1,000 in Consols of which 
the price quoted is .£50 my banker will, on my depositing 
with him the scrip, lend me jC 400. He considers that, in 
a stock, so little subject to violent fluctuations as Consols, 
ho is perfectly safe with his twenty per cent, margin. 
Should the price decline, .say to ,£f5, he may ask me to 
deposit further security or to pay my debt ; and it I am 
unluckily unable to do cither he may, cold-bloodedly and 
without compunction, sell on the Stock Exchange, paying 
himself aud crediting me with any balance. Much bank- 
ing credit is lent on collateral security; and this is possible 
only because there is a free and wide market for securities. 
There is, in fact, the closest possible connection between 
the Stock Exchange and the banks ; and between the 
interest payments by the banks and the yield on securities. 
If the Bank rate goes down, the price of securities tends 
to go up. For the long terra investment rather than the 
short loan will attract the money available. 

Consider, for instance, how the yield on Consols is con. 

nected with the rate of discount. TIic yield 
Long Period on Consols is do|)cudonl upon the price, 
^ort'period the price rises, rising as it falls ; 

Bate. with per cent. Consols at 50 tlie yield on 

an investment of .£100 is 6, at 60 the yield 
is 4J-. This yield fluctuates within very narrow limits 
over a long period ; for people as a rule buy Consols as a 
permanent investment, not as a speculation in hope of 
rising prices. The rate of discount is, however, a result 
of the “ money ” in the market — a supply that may 
augment or diminish at a moment, compared with the 
anxiety to turn futuro claims into present purchasing 
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power — a demand dependent upon the Nourishing or 
stagnation of enterprise. The yield on Consols is a steady, 
“long-period" rate of interest on money; the rate of 
discount is a violently fluctuating, “ short-period," rate of 
interest on money. Thus, during the last half of the 
nineteenth century, the yield on Consols hardly deviated 
from 8 per cent. During the same period Bank of England 
advances, made on the bast security to borrowers of the 
highest financial standing, ranged between 10 and 2 per 
cent. There is a close and obvious connection between 
the return from investments (typified by Consols) and the 
market rate of interest on money (typified by the rate at 
which bills are discounted). Should there appear a 
likelihood of the discount rate’s remaining low, the banks 
increase their holdups of first-class securities ; these yield 
a greater return, and are not materially mote difficult to 
realise than the automatically maturing bills. Prices of 
securities therefore rise: thus in 1896 the Bank of England 
rate remained over a long period at 2 per cent.; money 
flowed towards securities, and Consols reached a record 
price. Conversely, a rise in the rate of discount, by 
diminishing banters’ investments, lowers the price of 
Consols and other securities. The common idea, that the 
price of Consols is dependent upon the credit and stability 
of the State, is usually an error. Consols may in fact rise 
because, enterprise being checked by a sense of insecurity 
and the eager demand for discounts being thereby abated, 
the money available flows towards securities. This happened 
to an exceptional degree in the Spring of 1922. The Bank 
Bate— the barometer of the money market — went down. 
That is to say, money on short loan obtained little return. 
Trade and industry were going through a severe depression, 
so that people were reluctant to invest. As a result there 
was a boom in gfilt-edged securities, in Grovernmeut stocks 
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especially ; and Consols whicli had long languished below 
50 speedily rose to 58. 

Examine the process a little. The largest use of credit 
is obtained through the discounting of com- 
mercial paper. This represents a promise, 
by an individual or a firm, to pay on a 
certain date; and the iheoij is that the 
advance of the bank on this paper is a 
temporary one, and for a purpose temporary 
in nature. And as a rule the bank will purchase its com- 
mercial paper in such a manner that there is a constant 
stream of maturities falling in. The credit is put to work 
again immediately it is available; but the principle of 
British banking is that the credit shall return to its source 
at frequent intervals. Possibly two-thirds of banking 
credit works for the business world as its capital in this 
way. Most of the remainder is lent upon security, and 
the bauk not only has the customer’s promise to pay but 
other — collateral — security as well. Moreover, since the 
bank does not advance to the borrower the full market 
value of his collateral, it still further secures itself. The 
borrower deposits securities to the extent of at least 
twenty per cent, over the amount of the loan ; and he is 
required to keep up this margin during the life of the 
loan. In case of need the .banker wishes to be certain of 
realising his loan even by sale of the security. And the 
question that matters most to the banker is, “ In case of 
need can I sell this security easily and speedily ? ” With- 
out a ready market for the titles of property they possess, 
business men would not have at their disposal this bank 
credit. A good Stock Exchange market is indispensable 
if in this manner the banker turns locked up capital into 
readily available purchasing power. 

By means of the Stock Exchange unsaleable individual 


Prospective 

Property 

becomes 

Present 

Purchasing 

Power. 
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part-ownersliip (a ten-tliousandtJi sliare in a railway, 
perhaps) is transformed into a stock or a bond baring a 
wide market. So readily can it be sold that it is almost 
money itself, and being pledged it obtains an immediate 
supply. The Stock Escbange mobilises the wealth* of a 
nation ; the banks put the wealth into effective movement. 
An interesting e:cample of this occurred on an immense 
scale during tlie earlier stages of the Great War. Before 
1914 a vast amount of American securities were held in 
England and Prance; or, in other words, residents in 
Europe were part owners of American railways and canals 
and factories and mines. The Governments of Great 
Britain and Prance obtained the 6ecuritie.s, obliged their 
holders to sell at rates fired by the Treasury, and pledged 
these securities in New York in order to obtain loans for 
carrying on the War. 

In ordinary times the Stock Exchange serves as the 
connecting link between investments for a 

ShortItTOns period. It 

provides a ready market for shares in pro- 
perty that, in itself, would be saleable only at a ruinous 
loss. It provides also, what to a business man is even 
more useful, a measure of his wealth ; the Stock Exchange 
quotations tell him what immediate purchasing power he 
can obtain from his banker, even though he should wish 
to retain his shares. Men are content, therefore, to keep 
their wealth in non-liquid forms, to invest in land, to em- 
bark upon undertakings that will take long to mature- 
Even the production of goods in general use begins far 
ahead of current needs ; the publisher gets under way and 
incurs expenses in connection with his Christmas number 
before the Midsummer holidays. But his expectations 
have a present value. The long time investments with 
high yield and slight liquidity are, through the banks. 
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turned into liquid assets. And if the capital invested 
yields the ten per cent, anticipated ■svhile the loan is 
obtained at five per cent, the banker’s profit clearly is not 
the customer’s loss. The customer is enabled to enjoy 
the advantages of fixed capital with its high yield, and of 
floating capital with its present service. 

Our banks do not themselves finance industrial and 
commercial undertakings; and the great 

coifwatiaUM Italian 

Short Loans. Discount Bank, through the unproductivify 
of some of its many adventmes, suggests 
that there is sound sense in the confinement to short 
loans. The banks do, however, lend largely to those who 
finance new undertakings ; and the question is at times 
raised whether the banks could not them.selves finance 
industry and trade. The Board of Trade in 1916 ap- 
pointed a Committee to discuss whether it would be thus 
advisable for the banks to grant financial facilities (ad- 
vances with a long currency), as distinct from lanhing 
facilities (advances by discounts on short date bills, or on 
collateral security at call). It was urged that when a 
sudden chance for expansion came to a business, — ^the offer 
of a big contract from abroad, for example, — our manu- 
facturers were handicapped because they were obliged to 
raise fresh capital by making a new issue of shares or de- 
bentures, a process involving time. If, however, the banks 
could be persuaded to abandon their traditional attitude 
of insuring that their advances were constantly returning, 
this drawback would not exist. There would, too, it is 
asserted, be fewer unsoimd schemes, floated merely to 
obtain the public’s money. Contrasting with our system 
that of the German banks, one writer points out : “ The 
English banks have abstrined in a direct way from flota- 
tion, as well as from Bourse speculation. But this very 
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fnct causes another great evil, namely, that the hanhs have 
never shown any interest in the newly founded companies 
or in the securities issued by these companies, while it is a 
distinct advantage of the German system that the German 
banks, even if only in the interest of their own issue csedit, 
have been keeping a continuous watch over the develop- 
ment of the companies which they founded.” The German 
banks will finance a manufacturing industry, will have one 
of its oiiicials on its board of directors, will buy its 
securities and hold them as regular investments. Our 
banks are reluctant to invest in securities other than what 
are — like Consols and other Government securities — always 
i^adily saleable. It was also asserted that British traders 
were handicapped in foreign markets like China, where 
buyers looked for long credits. The Committee reported 
that little ground existed for such complaints. But it 
suggested, as affording what is perhaps a more readily 
available resource, an institution able to afford help to 
British industries to a greater extent than the other banks 
cjin. In accordance with the suggestion the British Trade 
Corporation obtained a charter in 1917. 

The contemplated activities of this new bank can be 
deduced from the report itself. It explains 
Tho British incidentally, too, some important features 
Corporation. Vstem as compared with that of 

other countries. “ It is desirable,” reported 
the Committee, " to state cle.arly our definitions of hank- 
ing facilities in the British sense, and of what we would 
call by tho wider name of financial facilities. Tho former 
are properly limited to those which can be provided with- 
out a ‘ lock-up ’ such as would impair the liquidity of 
funds and deposits at ciill and short notice. For this 
reason the usual practice of bankers here is to confine 
their advances ns a rule to a currency not exceeding a few 
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montlis. By financial facilities we mean those which 
would involve a longer currency.” The latter facilities 
were the ones upon which reasoned suggestions were 
sought from the Committee; we study helow the con- 
clusi«ns reached. 

There is a comparatively small supply of gold in the 
vaults of the Bank of England. Anyone 
“ Money " is possessed of a Bank of England Note or of 
to Gold. S' Currency Note, or any one of the Bank s 
customers whose credits are summed up in 
the “ Other Deposits,” has a right to call for a portion of 
this gold. True, this aggregate of rights far exceeds the 
amount of gold available to satisfy those rights ; hut then 
it is a small fraction of the rights tliat are exercised at 
one time. A man into whose possession a five pound note 
has come does not at once visit the Bank in order to test 
whether in reality five golden sovereigns may he had for 
it. A calculation made some time ago showed thatx85 
notes had an average " life ” of 82 days ; ^610 of 66 days ; 
and even .£1,000 notes of nine days. Among the Bank's 
customers the outside hanks are the chief contributors to 
“ Other Deposits,” and, therefore, the most important of 
those with rights to call for gold. And in time of stress 
these important customers are likely to increase their rights 
rather than to diminish them by calling for gold. The 
rights to draw gold are sought by the industrial and trad- 
ing community in order to finance its undertakings ; and 
the banks lend rights, to the extent perhaps, of five times 
the rights possessed by themselves. Having a right to 
draw from the Bank of England one million, a bank feels 
safe enough to lend rights to draw five million of gold. 
For, again, the lending bank knows tliat the rights will he 
exercised but rarely. Credit being developed, the right to 
di’aw gold purchases commodities, pays debts, discharges 



THE SEOBT LOAK FUND. 


169 


all maiuier of obligations quite as effectually as gold itself 
does. The more confident men are that their rights will 
be acknowledged the less anxious are they to exercise the 
rights : it suffices that they are able to cancel their obliga- 
tions simply by transferring their rights. So it is that 
though there is little gold in the country there is much 
purchasing pqwer : eretyone of the many claimants upon 
the gold 1ms at his disposal a readily accepted “ money.” 

The money that the banks deal in is not gold but rights 
to gold. The tradition of the British banks 
is, however, to keep these rights well under 
their control; they lend for a short currency 
only. If a manufacturer wants control of capital in order 
to build factories or to inatal machinery, to “ lock-up ” 
capital that is, he appeals not to the Wks but to the 
investing public. He issues a prospectus offering shares 
in his undertaking. The Limited Liability Company is a 
means of concentrating long term loans, as the banks pro- 
vide the means of .concentrating short term loans. The 
United States money market imitates us in this probably 
useful division of labour; Germany and Italy to a con- 
siderable extent combine the two Unctions. The British 
Trade Corporation is designed to provide for our traders 
and manufacturers the advantages of the latter plan of 
providing long term loans as well as short term loans. 
Lord raringdon’s Committee reported : “ There exists at 
the present time in this country the machinery and 
facilities for the finance alike of home trade and of large 
overseas contracts, and for carrying through much of the 
business which has been done by foreign banks. The 
British banks, we believe, afford liberal accommodation to 
the home producer. British bankers are not shy in 
making advances on the strength of their customers’ 
known ability and integrity, and the charges for accom- 
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modation are often lower than the corresponding charges 
in foreign countries. Similarly, the Colonial Banks and 
British-Foreign Banks and Banking Houses i-ender im- 
mense assistance to British trade abroad ; and certainly in 
the Far East and in many parts of South America British 
banking facilities do not fall short of those of any other 
nation. We find also that in the case of ]arge contract 
operations British contractors with the assistance of 
Financial Houses have in the past been ready to provide 
lai’ge amounts of capital and to take considerable risks in 
connection with the operations which they have under- 
taken. Our aiTangements, however, are faulty in our not 
co-ordinating many of the facilities mentioned. We re- 
cognise also that the British manufacturer may be fre- 
quently in want of finance of a kind which a British Joint 
Stock Bank could not prudently provide, whereas the 
German Banks in particular seem to have been able to 
afford special assistance at the inception of undertakings 
of the most varied de.scription, and to have laid themselves 
,out for stimulating their promotion and for carrying them 
through to a successful completion. We conclude, thei'e- 
fore, that there is ample room for an Institution which 
would be able to assist British interests in a manner not 
possible under existing conditions.” 

The Eeport admirably shows how help could be given : 

“The Institution might in certain cases. 
Wnde^togs examination, agi'ee to make 

advances for the extension of existing manu- 
facturing plant, or perhaps fix the amalgamation or co- 
ordination of certain works, so as to reduce the coat of 
production. It would assist these works to obtain orders 
abroad, and give them reasonable financial facilities for 
executing these orders. It could also take a leading part 
in the inception of transactions and assist in connection 
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with the machinety of overseas business. In the case of 
Grerman manufacturers it frequently happens that on the 
Board of the manufacturing company there is a repre- 
sentative of a bank, and there seems little doubt that the 
German banks have exercised an amount of control* over 
the manufacturing concerns -in which they are interested 
which would not be possible, even if it were desirable, in 
the United Kingdom. A. large number of our manu- 
facturing undertakings are wealthy copcerns and would 
not tolerate for one moment interference by bankers in 
their affairs, and indeed would probably resent any inquiry 
into the nature of their business arrangepients. Such 
manufacturing concerns, however, do require assistance 
when they transact overseas business. Take as a single 
instance the case of a Midland manufacturer selling goods 
to Italy. The Italian buyer has been accustomed to long 
credit, and if long credit is refused the business will pro- 
bably be impossible. The manufacturer sells goods for, 
say «SS0,O00, and the payment of that price would leave 
him with a considerable margin of profit; but the offer of 
the Italian buyer to pay him the equivalent of iS50,000 in 
lire at six or Welve months is not attractive. He would 
much rather accept a lower figure for a clean cash trans- 
action in sterling, and it is in connection with such 
business as this that an Institution of the kind contem- 
plated would be able to act as intermediary (taking part 
or the whole of the financial liability) with profit to itself 
and satisfaction to the manufacturer. Or take thfe case of 
a contractor with a foreign Government, payment being 
made as the work proceeds, and possibly in paper in a 
foreign currency. The contractor in such circumstance 
would willingly share his profit with an Institution which 
would be responsible for the finance of the securities 
receivable by him." 



CHAPTER XII. 


THE BANK OP ENGLAND: ‘THE ‘RESERVE 
AND THE BANK BATE. 

The whole of our hanking system is centred upon the 
Bant of England We shall, therefore, do 
th^aSk understand something of the work of 

this,. the most famous bank in the world. 
In 1694, by Act of Parliament and letters patent authorised 
thereby, the subscribers and contributors to a Government 
loan of ^81,200,000, their heirs, successors, and assigns, 
were constituted a body corporate and politic by the name 
of the Governor and Company of the Bank of England 
with perpetual succession and a common seal. The annual 
sum of i£100,000, charged on the Government revenues, 
was appropriated to the benefit of such corporation, being 
8 per cent, on the amount subscribed and .£4,000 a year for 
management. The notes of the Bank of England were to 
be exempt from all stamp duty. An Act of Parliament 
incorporates the Bank of England. Yet, though it is not 
registered under the Companies Acts, it has like the other 
Joint Stock banks the privilege of limited liability. 

Divested of its elaborate legal dress the account comes 
to this : the Government was in sore straits for money ; in 
order to get money, the Government granted a charter to 
a company formed to make profit in the lately discovered 
way of lending paper promises to pay. There was then a 
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natural disinclination .to lend, even to the Grovemment 
For there had recently occurred a gross breach of public 
faith. • The goldsmiths had advanced money to the Govern- 
ment of Charles the Second ; and they expected, as was the 
custom, to be i-epaid Tvlth interest as the taxes came in. 
About thirteen hundred thousand pounds had been in this 
■way entrusted to the honour of the State ; for then the 
King was the public tax-collector and the public paymaster. 
He paid his cook and his army from the one fund. On a 
sudden it was announced that it was not convenient to pay 
the principal, -and that the lenders must content themselves 
with interest. The lenders were as a result unable to meet 
their own engagements ; just as a business man would be 
now if suddenly told that his debtors could not pay. For 
he depends upon his debtors for his .power to pay his 
creditors. Several great merchant houses broke ; and the 
dismay and distress was great. 

We may go . to Macaulay for a vivid account of the 
formation of the Bank whereby the public became assured 
that henceforth the State would scrupulously observe what 
it had undertaken to do : — “Another million was wanted to 
bring the estimated revenue for the year 1694 up to a level 
with the estimated expenditure. The 'ingenious and 
enterpiising Montague had a plan ready, a plan to which, 
except under the pressure of extreme pecuniary difficulties, 
he might not easily have induced the Commons to assent, 
but which, to his large and -vigorous mind, appeared to 
have advantages, both commercial and political, more 
important than the immediate relief to the finances. Ho 
succeeded, not only in supplying the ■wants of the State for 
twelve months, but in creating a great institution, which, 
after the lapse of more than a century and a half, continues 
to flourish, and in which he lived to see the stronghold 
through all vicissitudes, of the Whig party, and the 
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bulwark, in dangerous times, of tbe Protestant succession. 

In the reign of William, old men were still living who 
could remember the da3’8 when there was not a single 
banking house in the city of London. So late as the time 
of the Restoration every trader had his own strong box in 
his own house, and, when an acceptance was presented to 
him, told downs the crowns and Caroluses on his own 
counter. But the increase of wealth had produced its 
natural effects, the sub-division of labour. Before the end 
of the reign of Charles the Second, a new mode of paying 
and receiving money had come into fashion among the 
merchants of the capital. A class of agents arose, whose 
office was to keep the cash of the commercial houses. This 
new branch of business naturally fell into the hands of the 
goldsmiths, who were accustomed to traffic largely in the 
precious metals, and who had vaults in which great masses 
of bullion could lie secure from fire and from roblwrs. It 
was at the shops of the goldsmiths of Lombard Street 
that all the payments in coin were made. Other traders 
gave and received nothing but paper. 

This great change did not take place without much 
opposition and clamour. Old fashioned merchants com- 
plained bitterly that a class of men who, thirty years 
before, had confined themselves to their proper functions, 
and had made a fair profit by embossing silver bowls and 
chargers, by setting jewels for fine ladies, and by selling 
pistols and dollars to gentlemen setting out for the 
Continent, had become the treasurers, and were fast 
becoming the masters, of the whole city. These usurers, 
it was said, played at hazard with what had been earned by 
the industry and hoarded by the thrift of other men. If 
the dice turned up well, the Icnave who kept the cash 
became an alderman : if they turned up ill, the dupe who 
furnished the cash became a bankrupt. On the other side 
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the coHTeniences of the modern praslice were set forth in 
animated language. The new system, it was said, saved 
both labour and money. Two clerks, seated in one counting 
house, did what, under the old system, must have been done 
by twenty clerks in twenty different establishments. Aigold- 
smith’s note might be transferred ten times in a morning ; 
and thus a hundred guineas, locked in his safe close to the 
Exchange, did what would formerly haverequired a thousand 
guineas, dispersed through many tills, some on Ludgate 
Hill, some in Austin Eriars, and some in Tower Street. 

Gradually even those who had been loudest in murmur- 
ing against the innovation gave way and conformed to the 
prevailing usage. 

The advantages of the modern system were felt every 
hour of every day in every part of Loudon ; and people 
were no more disposed to relinquish those advantages for 
fear of calamities which occurred at long intervals than to 
refrain from building houses for fear of fires, or from 
building ships for fear of hurricanes. 

In the city the success of Montague’s plan was complete. 
It was then at least as difficult to raise a million at 8 per 
cent, as it would now be to raise thirty millions at 
4 per cent. It had been supposed that contributions 
would drop in very slowly ; and a considerable time had 
therefore been allowed by the Act. This indulgence was 
not needed. So popular was the new investment that on 
the day on which the books were opened three hundred 
thousand pounds were subscribed : three hundred thousand 
more were subscribed during the next forty-eight hours ; 
and, in ten days, to the delight of all the friends of the 
Government, it was announced that the list was full. The 
whcle sum which the Corporation was bound to lend to 
the State was paid into the Exchequer before the first 
instalment was due. Somers gladly put the Great Seal 
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to a charter framed in conformity with the terms pre- 
scribed by Parliament; and the Bank of England com- 
menced its operations in the house of the Company of 
Grocers. There, during many years, directors, secretaries 
and clerks might be seen labouring in different parts of 
one spacious hall. The persons employed by the “Ratil- 
were originally only fifty-four. They are now nine hundred. 
The sum paid yearly in salaries amounted at first to only 
four thousand three hundred and fifty pounds. It now 
exceeds two hundred and ten thousand pounds. We may, 
therefore, fairly infer that the incomes of commercial clerks 
are, on an average, about three times as large in the reign 
of Victoria as they were in the reign of William the Third. 

It soon appeared that Montague had, by skilfully avail- 
ing himself of the financial difficulties of the country, 
rendered an inestimable service to his party. During 
several generations the Bank of England was emphatically 
a Whig body. It was Whig, not accidentally, but neces- 
sarily. It must have instantly stopped payment if it had 
ceased to receive the interest on the sum which it had 
advanced to the Government ; and of that interest James 
would not have paid one farthing. Seventeen years after 
the passing of the Tonnage Bill, Addison, in one of his 
most ingenious and graceful little allegories, described the 
situation of the great Company through which the immense 
wealth of London was constantly circulating. He saw 
Public Credit on her throne in Grocers’ Hall, the Great 
Charter over her head, the Act of Settlement full in her 
view. Her touch turned everything to gold. Behind her 
seat, bags filled with coin were piled up to the ceiling. On 
her right hand and on her left the floor was hidden by 
pyramids of guineas. On a sudden the door flies open. 
The Pretender rushes iu, a sponge in one hand, in the other 
a sword which he shakes at the Act of Settlement. The 
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beautiful Queen einks down fainting. The spell by which 
she has turned all things around her into treasure is 
broken. The money bags shrink like pricked bladders. 
The piles of gold are turned into bundles of rags or fagots 
of wooden tallies. The truth which this parable was 
meant to convey was constantly present to the minds of 
the rulers of the Bank. So closely was their interest 
bound up with the interest of the Government that the 
greater tlie public danger the more ready were they to come 
to the rescue. In old times, when the Treasury was empty, 
when the taxes came in slowly, and when the pay of the 
soldiers and sailors was in'arrear, it had been necessary for 
the Chancellor of the Exchequer to go, hat in hand, up and 
down Oheapside and Oornhill, attended by the Lord Ifcyor 
and by the Aldermen, and to make up a sum by borrowing 
a hundred pounds from this hosier, and two hundred from 
that ironmonger. Those times were over. The Govern- 
ment, instead of laboriously scooping up supplies from, 
numerous petty sources, could now draw whatever it 
required from an immense reservoir, which all those petty 
sources kept constantly replenished. It is hardly too much 
to say that, during many years, the weight of the Bank, 
which was constantly in the scale of the Whigs, almost 
counterbalanced the weight of the Church, which was as 
constantly in the scale of the Tories.” 

This excursion into history may well be closed by a 
paragraph from' Adam Smith : “ The stab- 
Bank of England is equal to that 
Smith. ' the British government. All that it has 
advanced to the public must be lost before 
its creditors can sustain any loss. E'o other banking 
company in England can be established by act of parlia- 
ment, or can consist of more than six members. It acts 
not only as an ordinary bank, but as a great engine of 
B. c. 12 
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state. It receives and pays tie greater part of the an- 
nuities \rhich are due to the creditors of the public, it 
circulates exchequer bills, and it advances to the Govern- 
ment the annual amount of the land and malt taxes, which 
are Wquently not paid up till some years thereafter. It 
likewise discounts merchants’ bills, and has, upon several 
different occasions, supported the credit of the principal 
houses, not only of England, but of Hamburg and Holland. 
Upon one occasion, in 1763, it is said to have advanced for 
this purpose, in one week, about j 61, 600,000, a great part 
of it in bullion. I do not, however, pintend to warrant 
either the greatness of the sum, or the shortness of the 
time. Upon other occasions, this great company has been 
reduced to the necessity of paying in sixpences.” 

Tlie important fact regarding the Bank of England, from 
the Money Market point of view, is that it is the keeper of 
the one reserve upon which the credit system of Britain is 
based. This reserve is at no time large in comparison with 
the enormous amount of monetary transactions conducted 
through the banks. The tumover of money at the London 
Bankers’ Clearing House during 1921 reached the incon- 
ceivable sum of .£34,930,659,000. The year had been one 
of depression and this astonishing amount was actually 
a decrease of about ten per cent, on that of 1920. Trade 
slackness, lower prices, Stock Exchange stagnation, all had 
combined to put a stop to the long record of annual in- 
creases in the three clearings. A single week's clearings 
are over six times the amount of gold in reserve. Here, 
for instance, is the first retnm for 1922 : — • 

LONDON BANKERS’ CLEARINGS. 

The return of paid clearing for the week ended January 
4th issued by the Bankers’ Cleai-ing House compares with 
that of a year ago as follows; — 
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Week ended Jan. 4th, 1922... 

Corresponding 
week 1921. 

Ina + or 
deo. - 


£ 

657,930,000 

29.368.000 

44.994.000 

£ 

770,042,000 

38.740.000 

68.411.000 

£ 

-112,1125000 

- 9,372,000 

- 23,417,000 

Metropolitan 

Total 

732,292,000 

877,193,000 

-144,901,000 


On a single “record” day, Friday, December 31st, 1920, 
there tos a total clearing of X229,396,000, pretty nearly 
twice the amount of gold. We need not wonder, therefore, 
why the Governors of the Bank of England are solicitous 
about their Eeserve; nor why, upon any sign of its 
dangerous depletion, they take vigorous measures to re- 
plenish it. Though we work on a very small cash basis, 
some gold there must be. 

No money payment is made in the Bankers’ dealing 
House itself. Any settlements “ on general 
balance ” are made by drafts on the Bank of 
England. Perhaps we should examine the 
process a little. Barclay’s Bank finds at the beginning of 
the day that it has a large number of cheques to collect for 
its customers from Lloyds Bank. The cheques are totalled, 
parcelled up, and at the Clearing House handed to the 
representative of Lloyds Bank. There will also be with 
Barclay’s a number of matured Bills of Exchange domi- 
ciled with Lloyds Bank — accepted, that is, and made 
payable at Lloyds. The total amount of the cheques and 
bills is Barclay’s inclearing with Lloyds. But Lloyds 
will have cheques and bills payable by Barclay’s. The 
amount of these \^1 be Barclay’s out-clearing with 
Lloyds. We may take it that the difference between the 
in-clearing and the out-clearing will in ordinary times be 
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small : there will be an amount of Jax due from B. to L., 
or from L. to B., an amount that may well be less than a 
single cheque that has been cleared. Certainly it will be a 
gi’eqt deal less than the total amounts cleared. Even if B. 
settled at once with L. there would be a great economy. 
The Clearing House goes further, however. For Barclay’s 
have transactions with other bants than Lloyds ; and if 
there is to-day a payment due to Lloyds there may also be 
a payment due from another of the clearing banks. And 
the credit may well cancel the debit. At all events, if 
accounts with all the clearing bants are made out, there 
will be little to pay or to receive — ^little, that is, in com- 
parison with the vast amount of " money ” that has changed 
hands. 

Barclay’s account with Lloyds may be represented 
thus : — 


BARCLAY’S WITH LLOYDS. 


Cheques and Bills to collect 
a £ 

^ i 

7 » 

Balance to re- 
ceive £x 

W - 


Cheques and Bills to pay 

a £ 

6 £ 

c £ 


£t 


The £x that mates the balance even is not paid by 
Lloyds to Barclay’s: it is taken to fonn an item in a 
general balance. The item, affecting the general balance, 
is paid through the Bant of England. Each clearing 
bant has its account ; there is a separate account for the 
Clearing Bankers ; transfers among these accounts settle 
the whole matter, instead of drafts for or on fifteen other 
banks, one draft for or on the Clearing Banker’s Account 
is called for from each bant. If as a result of three 
clearings Barclay’s have ^1,000 to receive it requests the 
Bank of England — ^which is also a member of the Clearing 
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House — ^to transfer ^81,000 from the Clearing Bankers’ 
Account to the credit of Barclay’s. This request, being 
signed by a representative of Barclay’s and by an inspector 
of the Clearing House, is complied with; and the one 
result of the day’s work is that"" Other Deposits ” in the 
Bank of England have been redistributed. Barclay’s 
account has been augmented by ^81,000, the Clearing 
Bankers’ Account diminished by iSl.OOO. This latter 
account will to be sura have also been augmented by 
.£1,000 so that at the end of the day there will be no 
outstanding balance of the Clearing- Bankers’ ; for what 
one bank has to receive another has to pay. Lloyds may, 
for example, after the balancing owe .£500 on general 
balance. It then gives an authority to the Bank of 
England to transfer ^500 from Lloyds Account to the 
Clearing Bankers’ Account. Again “ Other Deposits ” are 
so far redistributed that Lloyds Account is depleted by 
^500, the Clearing Bankers’ Account is replenished by 
£500. Barclay’s general balance may be represented 
thus : — 


BAKCLAT’S BAKK. 

Balances /or. Balances against. 


Capital and Counties Bank 

— 

£y 

Contts & Co. 

— 

£z 

61yn, Mills, Carrie and Company 

£w 



Lloyds Bank 

£p 

— 

National Provincial and Union 
Bank of England 


£x 

Balance due to Barclay's 

£1000 

— 

The Bank of England, we 

£T 

should 

£T 

note, assumes a 


privileged position at the Clearing House. It presents these 
bills and cheques due to itself from the other banks ; it 
requires the other banks to collect direct from the Bank of 
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England. There -will always, therefore, on the day’s diary 
be an item in favour of the Bank of England. 

The principle of the Bankers’ Clearing House— the 
compensating, so far as possible of debits by credits— is 
in operation wherever big business is being done. The 
Eailways, for instance, settle accounts through the Eailway 
Clearing House. 

All banking operations— we might without much exag- 
geration say all monetary operations— are 
The Cle aring based upon the Bank of England. In prac- 
ticallyall domestic transactions payment from 
England. one banker is simply payment to another ; and 

ultimately all that happens is a reshufBing 
of “ Other Deposits.” This part of the liability of the 
Bank of England should, at first sight, appear therefore 
as giving rise to no anxiety. It should be singularly 
stable. More than this, it would seem that in times of 
anxiety, in times when the outer banks are trying to make 
their positions more secure, these " Other Deposits ” would 
actually augment. Little risk seems to attach to a deposit 
that tends to increase when times of pressure come. That 
the Clearing House system does entail a great responsibility 
on the Bank of England — ^the keeper of the one reserve— 
is, however, quite certain. No one could put the matter more 
lucidly and effectively than does Bagehot in his Lombard 
Street. Banks are able to keep their deposits at the Bank 
of England by the aid of the Clearing House system; and 
if panic were to rise to any considerable height, that system, 
resting as it does on confidence, would be destroyed by 
terror. “The common course of banking is this: AB 
having to receive jG50,000 from GB takes CD’s cheque on 
a banker crossed, as it is called, and, -therefore, only pay- 
able to another banker. He pays that cheque to his own 
credit with his own banker, who presents it to the banker 
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on whom it is drawn, and if good it is an item hetween 
them in the general clearing or settlement of the afternoon 
But this is evidently a very refined machinery, which a 
panic will be apt to destroy. At the first stage AB may 
say to his debtor GD, ‘ I cannot take your cheque, Innust 
have bank notes.’ If it is a debt on securities, he will be 
very apt to say this. The usual practice — credit being 
good — is for the creditor to take the debtor’s cheque, and 
to give up the securities. But if the ‘ securities ’ really 
secure him in a time of difficulty, he will not like to give 
them up and take a bit of paper — a mere cheque, which 
may be paid or not paid. He will say to his debtor, ‘ I 
can only give you your securities if you will give me bank 
notes.’ And if he does say so, the debtor must go to his 
bank and draw out the £50,000 if he has it. But if this 
is done on a large scale, the bank’s ' cash in house ’ would 
soon be gone ; as the Clearing House was gradually super- 
seded it would have to trench on its deposit at the -Bank 
of England ; and then the bankers would' have to pay so 
much over the counter that they would be unable to keep 
much money at the bank, even if they wished. They 
would soon be obliged to draw out every shilling. 

The diminished use of the Clearing House, in consequence 
of the panic, would intensify that panic. By far the 
greater part of the bargains of the country in moneyed 
securities is settled on the Stock Exchange twice a month, 
and the number of securities then given up for mere 
cheques, and the number of cheques then passing at the 
Clearing House, are enormous. If that system were to 
collapse, the number of failures would be incalculable, and 
each failure would add to the discredit that caused the 
collapse. 

The non-banking customers of the Bank of England 
would be discredited as well as the other people; their 
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cheques would not be taken any more than those of 
others ; they would have to draw out bank notes, and 
the Bank reserve would not be enough for a tithe of such 
payments. 

The matter would come shortly to this ; a great number 
of brokers and dealers are under obligations to pay immense 
sums, and in common times they obtain these sums by the 
transfer of certain securities. If, as we have said just 
now, No. 1 has borrowed ^50,000 of No. 2 on Exchequer 
bills, he for the most part cannot pay No. 2 till he has 
sold or pledged those bills to someone else. But till he 
has the bills he cannot-pledge or sell them ; and if No. 2 
will not give them up till he gets his money, No. 1 will be 
ruined, because he cannot pay it. And if No. 2 has No. 3 
to pay, as is very likely, he may be ruined because of No. 
I’s default, and No. 4 on account of No. 3’s default, and 
so on without end. On settling day, without the Clearing 
House, there would be a mass of failures, and a bundle of 
securities. The effect of these failures would be a general 
run on all bankers, and on the Bank of England in 
particular.” 

The Kbsbevb and the Discount Rate. 

A bank note is a promise to pay gold, a cheque a 
command to pay gold. For every credit instrument gold 
may be demanded. There must be, therefore, at the base 
of our credit structure some reserve of gold— not necessarily 
for emission but as a guarantee of good faith. There 
must be some link between paper and metal; otherwise 
there is nothing to justify the assumption of a parity 
between paper and gold. The reserve with us, the only 
considerable store of gold in the country, is that held by 
the Bank of England. And the link is the possibility of 
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getting gold for export or for use* in the arts from the 
Bank of England. So long as people are certain that 
, such a link Tvill not be severed, they are quite content. 
They take paper substitutes for gold. in full confidence; 
the reserve being there they do not call for it. • 

How great the reserve of gold shall depends on 
many circumstances, on the strength of the faith of the 
business world, on the degree of habitude in the use of 
credit instruments, on the efficiency of the machinery for 
enabling credits to compensate debits. Perhaps as 
important as any of these circumstances is the degree of 
ease with which the reserve may be made available. That 
banking system is best (i) wliich provides for the monetary 
-needs of the community at moderate rates; (ii) which 
makes the maximum use of credit and a minimum use of 
cash; (iii) which operates as a check upon dangerous 
expansion of speculation ; (iv) which minimises all violent 
convulsions. How does our system stand in regard to 
these matters ? We certainly conduct our business upon 
a very slight cash basis. In the autumn of 1920 the gold 
held by the Bank of England was 123 million pounds; 
yet on the last day in that year (Friday, December 31st — 
the “ record " day) cheques to the extent of £229,396,000 
were cleared through the London Bankers’ Clearing House. 
Compare our relatively small amount of gold with the 
410 million pounds in the United States Federal Beserve 

' It should perhaps he noted that the possibility of obtaining full 
weight sovereigns for jewellers' work is for a while in abeyance. 
By the Defence of the Realm Regulations it is decreed that “ A 
person shall not melt down, break up or use otherm'so than ns 
ourrenoy any gold coin which is for the time being current in the 
United Kingdom” ; and appropriate penalties are established for 
any contravention of the Regulation. Before a premium on gold 
had developed, the recognised way of obtaining 2'2-carat gold by 
manufacturing jewellers was the melting of gold coins- 
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Banks (the amounts cleared in New York being about 
10 per cent, greater than in London), and with the 224 
millions held by the Bank of France (the clearings being 
far smaller in amount in Paris). 

A vigorous American writer has some illuminating 

remarks on this point. During the early 

flowed into the 

States from every direction ; yet the Federal 
Eeserve Board had restricted gold shipments : “ Had the 
United States maintained the I'ecord of paying gold to all 
legitimate creditors without question throughout the Wari 
had New York remained the one free gold market in the 
world, New York would have needed in the future to 
carry much less gold in reserve than she will need for 
years to come. The institution or the community that 
maintains the reputation of honouring its obligations at 
all times is rarely called upon to honour them unnecessarily, 
London, with vastly less in the way of gold resources than 
the United States have had, preserves her reputation in 
this matter far better than we. Having gold she paid it 
out. London has probably a small amount of gold at the 
present time. The Bank of England’s gold reserves, as 
shown in published figures, are larger than before the War; 
but to a very considerable extent the actual reserves are 
in South Africa or in Canada in depositories established 
by the Bank of England. But by the courageous use 
of such gold as she has hod, London has preserved her 
credit to an astounding degi'ee. . . . The argument has 
been presented that by retaining §3,000,000,000 of gold 
we will be placed in a position of such great strength that 
we can finance the world, displacing London as the inter- 
national centre. It is not improbable that London bankers 
who have seen this statement have smiled quietly. They 
do not need §3,000,000,000 to finance the trade of the 
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world. Before the War, Great Britain financed the trade 
of the world with half a million dollars in gold and with 
much less than that in the actual reserves of her banks." 

“ Reserve of her Bank,” he might have written. Bor 
our one reserve consists of the gold coin and 
Eeswre. notes held by the Banking Department of 
the Bank of England, the notes of course 
being exchangeable for gold at the Issue Department. No 
other bank ^eps any appreciable amount of gold. We 
look, for instance, at tte half-yearly (January, 1922) 
balance sheet of one of the big banks : the National 
Provincial and Dnion Bank of England will do. We 
find that its liabilities, the claims possible upon it for gold 
amount to almost 230 millions. Against this was an 
immediately available asset of a little over 36 millions 
described as “ Coin, Bank of England and Currency Notes 
in the Dnited Kingdom, and Balances with the !^nk of 
England. ” The total amount of gold in the country before 
the War was about £38,500,000 in the Bank of England, 
and about £123,000,000 in the banks (doing work as till- 
money rather than reserves) and in the pockets of the 
people. Now that actual circulation has ceased and the 
gold has been concentrated in the central institution less 
should be needed. Eor it would be more readily available. 
The figure £150,000,000 is suggested as the minimum 
amount to be maintained as the banking reserve. This 
seems astonishingly small when one considers the amount 
of possible claims upon it, claims not limited to England 
but world-wide. As we have seen, though, these claims 
are for the greater part off-set by counter-claims and never 
reach the gold reserve. 

But how is this reserve to be maintained ? How, when 
it has been depleted by meeting all valid claims upon it, 
is it to be replenished? Before the War the manipulation 
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of the Bank rate of discount provided an efficient machinery 
for the purpose ; and when again we are really on a gold 
basis the same machinery should he as effective. When 
more must be paid to this country than by it — ^when the 
exchasges are favourable, that is — gold flows freely to 
London from abroad ; and tire developing trade is accom- 
panied by an increase of legal tender money. If, on the 
contrary, credits abroad were wanted so much that hills 
entitling to payment abroad rose to a high premium it 
became profitable to export gold. The exporter, the banker, 
who had given drafts and needed to cover them by sending 
actual gold, or the bill-broker who could make less by 
selling bills than by obtaining the gold and having it 
placed to his credit abroad, obtained the gold from the 
Bank of England. It was paid for by cheque and so 
reduced the Bank’s liabilities as well as its gold. But 
since the liabilities are much greater than the gold, the 
ratio of reserve to liabilities fell. If this fall was 
considered dangerous the Bank raised its rate of 
discount ; and the market rate kept closely to the official 
Bank rate. The raising of the Bank rate checked the 
outflow of gold, and even reversed the stream. Money 
was retained here that otherwise would have been sent 
for employment abroad; and remittances from abroad 
were attracted to take advantage of the higher rate 
prevailing here. Capital flows with the utmost ease to where 
it can obtain the more favourable terms ; and the raising of 
the rate gave the required incentive to investment here — 


either in a Stock Exchange security or on short loan. 

Each Thursday the Bank of England is required by the 
Act of 1844 to issue a Balance Sheet. This 


The Ea^ 
^uih. 


Bank Return, the Weekly Account, is like 
the Bank itself, divided into two parts. That 


of the Issue Department is simple : — 
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ISSUE DEPARTMENT. 


Liahililiu. 

£ 

Notes issued ... 18,450,000 
+ a 


Assets. 

£ 

(xoverQmentdebt&'l io.,;nnnn 
other Securities 
Coin and bullion •a 


Tile .£18,450,000 is the fiduciary issue, the faith money 
that is xmbacked by gold. It includes the original debt 
owed to the Bank by the Government. The book debt of 
the Government to the Bank amounts to £11,015,100. 
The rest of the £18,450,000 probably consists of British 
Government (Stock Exchange) Securities. Every note 
beyond this fiduciary issue is a gold certificate ; for it there 
is either coin or bullion (standard gold an ounce of which 
is taken as SiH- sovereigns) in the cimtody of the Bank. 
It was originally contemplated that silver as well as gold 
coin would figure on the Assets side. But the item “ silver 
bullion ” has long ago dropped out ; and it is very unlikely 
that any revival of the term will occur in the Account. 

The Weekly Account of the Banking Department, the 
real Bank of England, is more complex: — 


BANKING DEPARTMENT. 


Liahilities. 

£ 

ProprietOTB’ Capital 14,553,000 

Rest r 

Public Deposits ... di 

Other Deposits ... 
Seven-dayandotherl , 

biUs / 

X 


Atsele. ' 

£ 

Government Seouri- 7 

ties 1 

Other Seourities ... s, 

Notes n 

Coin c 


X 


The Propmotops’ Capital has remained unchanged for 
nearly a hundred years. The Bank need have no anxiety 
regarding this. We ought to note, perhaps, that its 
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amount — as compared with that of the other joint stock 
banks— is very large. The Rest (r) is a fluctuating 
amount largely of undistributed profits. No inconvenient 
request for this either may be anticipated. The other 
three ^items on the Liabilities side — ^Public Deposits, Other 
Deposits, and Bills — constitute the claims on gold that the 
Bank must, at any moment during banking hours, be 
prepared to meet. The Pahlic Deposits are the payments 
into the Bank on behalf of the State. These deposits swell 
when income tax payments are pouring into the Bank at 
the beginning of each half-year. They dwindle as the 
Government makes its payments, interest on debts incurred, 
payments in regard to supply services, to contractors, and 
so on. The Other Deposits are those of the customers 
of the Bank, the most interesting of which customers are 
the " outer banks,” the big joint-stock and other clearing 
banks, which keep a balance at the Bank of England. It 
is upon this balance that the clearing bank draws 
when, at the end of the day’s clearing, a payment is due 
to the Clearing House Bank ; it is this balance that is in- 
creased when, at the end of the day’s clearing, payment 
is due fi'om the Clearing House Bank. The Seven-day 
Bills supply an interesting illustration of the work of a 
bank in transmitting money from one place to another at 
a distance. They are practically drafts (Bills of Exchange) 
drawn by the Bank upon itself. On the Assets side 
the Government Securities comprise claims of all kinds 
upon the Government, claims like Government Stock 
National War Bonds, Exchequer Honds, and Treasury 
Bills. The Other Securities are not the same as Other 
Securities in the Issue Department. The item in the 
Banking Department are claims othei' than those upon the 
British Government. The “ Other Securities ” are claims 
represented by Stocks and Bonds (other than British 
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(JoTernment Stock and Bonds), Debentures, Shares, and 
claims in respect of Bills of Exchange and loans (other 
than loans to the G-ovemment). The Bills will invariably 
be the best commercial paper; and will probably include 
no foreign Bills (Bills accepted to be paid abroad), * 

Of these Assets the only immediately available part is 
n + c, the ITotes and Coin in the Banking Department. 
Even Stock Exchange securities take a little time to be 
turned into legal money ; and at a time of panic there 
would be few buyers. The securities could be sold only at 
a grievous loss. The Notes and Coin in the Banking 
Department of the Bank of England is, therefore, the one 
reserve upon which our whole banking system is based. 
Every credit instrument — cheque or bill or note — is, in the 
last analysis, a claim upon this stock of gold, a stock small 
enough in truth yet the only, considerable accumulation of 
gold in the country. It is this one reserve that the 
manipulation of the Bank rate decreases or increases, 
decreases when an uneconomical store of gold is lying idle, 
increases when that store appears too low for safety. 
Consider how various operations may affect this Weekly 
Account, (i) Suppose that a customer, 
Reserve Guy’s Hospital say, or Barclay’s Bank, 
nii.n^c makes a deposit of £x in coin or bank 
notes. Then the Reserve (the Notes and 
Coin of the Banking Department) is increased by Mx ; and 
Other Deposits (on the Liabilities side) are also increased 
by How is the relation of Deposits to Beserve affected ? 

It has changed from ^ j ~ ’ obviously 

° d, + df d, + dg + a 

an increase, since Deposits aie usually about three times 

Beserve. The Bank, therefore, will be less solicitous about 

its store of gold; and Bank Bate will have a tendency to 

fall. Money on short loan will be easier. 
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(ii) Suppose that a deposit is made of £x by cheques 
upon the outer banks. The Bank debits its banker 
customers Tvith £x, and credits its private customers •with 
£x. Both operations take place within Other Deposits. 
Thes€ are differently distributed as a result; but the 
Weekly Account is not altered. 

(iii) Suppose that a deposit is made of £x in currency 
notes. These Government notes will be cancelled by the 
Bank on behalf of the Government ; and the amount of 
the cancelled notes is deducted from Public Deposits. 
Thus Other Deposits are increased by Public Deposits 
are diminished by £x. In neither (ii) nor (iii) ■will the 
ratio of Eeserve to Deposits be changed. 

Suppose now that deposits are made by the Collecting 
Departments of Government; (iv) in coin or bank notes. 
The Eeserve is increased by jSs ; Public Deposits are also 
increased by £x] and, as in (i) the ratio of Eesei-ve to 
Deposits is increased, (v) H cheques are paid in, Other 
Deposits diminish to the extent that Public Deposits in- 
crease. (vi) If currency notes are paid in, no alteration 
appears. The Public Deposits are increased by £x, but 
the Government’s paper currency account -with the Bank 
of England (which account forms part of Public Deposits) 
is lessened by £x. 

Similarly, the -withdrawal either by an individual 
customer or by a bank of in gold or notes would lessen 
the ratio of Eeserve to Deposits. The ratio would change 


from to 

a, -b (Xj a, + ttj — as 

Think now what happens when the Bank buys bullion. 
It purchases, say, x ounces of standard gold bullion at £/y 
(.£3 7b. lOd. perhaps) an ounce. The seller may take for 
his gold Bank of England notes for £xy. The Banking 
Department hands over to the Issue Department the 
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purchased gold; and the Issue Department hands over 
£xy in notes. The transaction 'will, therefore, have caused 
no change in the balance sheet of the BanMng Depart- 
ment ; what has happened is simply that £xy notes have 
been given for gold and have been received for gold. ‘The 
Banking Department has been the intermediary by which 
the Issue Department has bought £xy worth of gold. In 
the Issue Department balance sheet, however. Notes issued 
have been increased by £xy ; and on the Assets side Coin 
and hidlion has been increased by the like amount. 

Suppose, what is more likely to happen, that the seller 
is paid by a cheque upon the Bank of England. This he 
pays into, say, Barclay’s Bank. When this cheque has 
been cleared we shall have, as an effect, these alterations : 

ISSUE DEPARTMENT. 

Notes issued +£®y Coin and Bullion +£xy 

BANKING DEPARTMENT. 

Other Deposits £xy Notes and Coin -i- £xi/ 

That is to say, the ratio of Beserve to Deposits is 
increased. 

The effect of other banking operations upon the ratio of 
Eeserve to Deposits should now be readily grasped ; and 
we may put them briefly. 

(i) The Bank lends to a person by creditmg his 
account with £x ; so that Other Deposits are increased by 
dm and Other Securities are also increased by J&e. The 
ratio of Beserve to Deposits is decreased from 

TO -h e ^ n -f- c 
d, + d, di + dj + x 

(ii) The Bank discounts an approved Bill of Exchange 
for That is, it buys the BiU at or beyond the ofScial 
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rate of discount. Again tlie ratio of Eeserve to Deposits 
is decreased from 

m + c ^ n + c 
d, + dj dj + dj + a: 

(iti) The Banli buys StocTr Exchange Securities to the 
value of £x, paying for them by cheque. Either Q-ovem- 
ment Securities or Other Securities (Assets) are increased 
by £x ; and Other Deposits (Liabilities) are also increased 
by £x. The ratio of Eeserve to Deposits is decreased 
from 

n + c n + e . 

d, + dj d^ + dj + *■ 

(iv) The Bank borrows from a clearing bank. It 
receives a cheque for £x upon the bank so that Other 
Deposits are decreased by £x. And Other Securities 
would be also decreased by £x] for a liability would be 
incurred to the clearing bank. The ratio of Eeserve to 
Deposits is increased from 

w + e n + c 
dj 4“ d, dj “b dj — x 

(v) The Bank sells Securities for £x, being paid by 
cheque. Either Government Securities or Other Securities 
are decreased by £x (Assets) and Other Deposits (Liabili- 
ties) are also decreased by £x. The ratio of Eeserve to 
Deposits is increased from 

n+c ^ n+c 

dj + dj d, -f- dj — a! 

The ratio of Eeserve to Deposits is, therefore, 

increased by the addition to deposits in coin or Bank 
notes, 

by the purchase of bullion (when payment 
is made by cheque or by a credit deposit), 
by borrowing against security, 
by selling securities j 
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decreased by withdrawal of coin or Bank notes, 
by lending or discounting, 
by buying Securities. 

Page 196 gives a table showing for five successive 
weeks the pertinent items in the Weekly Account. “The 
“Eeserve,” yon remember, consists of the Coin and Notes 
in the Banking Department; the Liability is the sum of 
“ Public Deposits ” and “ Other Deposits.” 

The Bank of England is concerned about its Eesei-ve : 

the other banks .are concerned that they 
'Baf^ Sheet always have enough legal tender money 
to meet all the legitimate demands upon 

them. 

When demands for legal money come upon him rapidly 
the banker is anxious to turn his Assets into immediately 
available means of payment, into coin or Bank of England 
Notes or Treasury Notes. That he is ultimately solvent 
is of less importance than that he can at the moment meet 
all legitimate claims upon him. How far he can do this 
he sees from his balance sheet. He looks to the possible 
claims, either immediate or at a very short date. He 
compares with these the immediately available money or 
that available without a great lapse of time. He arranges 
his assets in relation to the speed at which they may be 
turned into money, may become liquid. 

The monthly statement recommended by Lord Cun- 
lifEe’s Committee (1918) makes this principle prominent. 
Examine the account a little. 

The last four items on the LiabiUties side constitute 
claims upon the bank, claims that must be at need met — 
immediately or at very short notice — in legal tender 
currency. The Capital and Kesemre Fund ai’e also 
claims ; but the bank need be under no anxiety regarding 
them. To meet these possible claims the bank has, in the 
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THE BA.EK OF ENGLAND 



121 , 473,630 1 16 , 148,654 118 , 650,249 59 , 912,361 73 , 481,209 16 , 315,188 12-2 
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Pboposed Monthlt Statement to be fhblished by Banke 


Statement of the average figures of the weelcly Balance Sheets 
during the month of 19 ,... 


Liabilities. 




Assets. 




Capital 

Begisterad £ 

Subscribed £ 

Paid up £ 

Besecre Fund 

Current, Deposit, and other 

Accounts 

Acceptances 

Endorsements, Guarantees 
and other obligations 

Notes in Circulation 




Cash : — £ 

(1) Coin, Bank and Cur- 

rency Notes, and 
Balances with the 

Bank of England £ 

(2) Balances irith Lou- 

don Clearing 
Agents and with 
other Banks, Ban- 
kers or Banking 
Companies in the 
United Kingdom £ 

(3) Items in transit £ 








UTone;! at Call and at Short 

Notice 

British Bills of Exchange 
Foreign Bills, Foreign Bank 
Bills and Domiciled Bills ... 

Balances abroad 

Investments : — 

(1) Securities of. or guaranteed 

by, British Government 

(2) Indian and Colonial 

Government Securities, 
British Corporation 
Stocks, firitisb Bail- 
way Debenture and 
Preference Stocks 
(8) Other Investments 

Loans and Advances 

Other Assets 

Bank Premises 

Liabilities of Customers for Ac- 
ceptances, as per contra 
Liabilities of Customers for En- 
dorsements, Guarantees and 
other obligations, as per contra 




£ 




£ 






198 


THE BANK OK ENGLAND: 


first place, Cash. And you notice that tLe Balance mtli 
the Bank of England is looked upon, is in fact, equivalent 
to actual cash. Eor at a moment it can he converted into 
coin or Bank of England Notes. It matters not that the 
Balance is not kept intact as a store of gold at the Bank 
of England ; for the Bank of England treats the deposit 
of a bank-customer as it does the deposit of another 
customer. It keeps immediately available only a fraction 
of the deposit; the bulk of the deposit is actively em- 
ployed — facilitating trade and industry, and earning profit 
for the Bank. The fraction kept immediately available is 
greater nrith the Bank of England than 'with the outer 
banks. The Bank bears all the shocks of the money 
market; the outer banks merely transmit those shocks. 
The Bank’s fraction may attain to one-third; the joint- 
stock banks, other than the Bank of England, are happy 
with one-fifth. Money at Call and at Short Notice 
is in the hands of active operators on the Stock Exchange, 
in Produce and other markets, and in the Discount Market. 

■ It is lent at low rates of interest on the stringent condition 
tliat it is repaid on demand or in a stipulated short time. 
In practice it is as readily available as the Cash in hand. 
It is available for the banker, yet he makes a profit by it. 
British Bills of Exchange are investments that give 
little trouble ; a stream of constantly maturing Bills affords 
means of buying further Bills. The banker makes his 
profit by acting as intermediary between those that have 
Bills to meet and those that want to discount Bills. 
Bomiciled Bills in the next item are accepted by persons 
resident abroad and payable in London. Eor these, as 
with the other Foreign Bills, there might in times of 
crisis be delay in transfer into gold. So with Balances 
abroad; difficulties and delay might arise in having 
these transferred to London. Investments are, you 
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note, arranged in reference to tlie security reputed to 
tbem. 

Take for comparison an actual Balance Sheet, the half- 
yearly one of the London County Westminster and Parr’s 
Bank, Limited, for instance. Ton will find that itf con- 
forms very closely with th,at suggested. A rough calcula- 
tion, too, will show you that the ratio of Deposits to 
Eeserve is about 20 per cent. The other big banks show 
a ratio that is substantially the same. The Balance Sheet 
of The National Provincial and Union Bank of England is 
interesting for the amount of detailed infomation it 
affords : you may perhaps care to look at it. 

You will notice on the Liabilities side an item Accep- 
Aceeptanoes balanced by a corresponding itirii on 

the Assets side, Liabilities of Customers 
for Acceptances. This is a steadily increasing itemr 
and we should underetand what it signifies. The Accep- 
tances really imply a lending of the bank’s name (and 
credit) in order to make a Bill payable by a trader into a 
first-class bill— one that will find a ready market, be a 
kind of international currency in any trading centre, and 
if necessary be discounted at the Bank of England. The 
customer on whose behalf the bank accepts the bill is, of 
course, under an obligation to provide funds for paying 
the bill when due ; and in all but the rarest instances he 
does BO provide. The acceptance by the bank merely 
undertakes that, if this most exceptional event should 
happen, the bank itself will pay from its own funds. In 
any event the bank, as acceptor, pays ; and is reimbursed 
by the customer. It is again, you note, an exchanging of 
a wide credit for a narrow credit. 

Consider the process a little; consider how it is that an 
exporter can ship wheat from a port on the W est Coast of 
America to an unknown European market, and yet obtain 
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cash against shipment. A San Francisco shipper deah 
with a London wheat importer. A Bill on London — ^ 
“ sterling hill ’’ drawn on a London hank — ^is a medium oi 
exchange throughout the world ; and it is hy this means 
that^he San Francisco shipper will wish to be paid. The 
London merchant therefore arranges with his own hanker 
to open a credit in favour of the San Francisco shipper. 
A letter of credit will be sent and this will give the shipper 
the right to draw a Bill upon a London bank ; and the 
bank tmdertakes to accept a Bill, if accompanied by the 
documents confirming shipment and giving a title to the 
goods shipped. These documents will include the Bills of 
Lading and the Insurance Policy. With his letter of 
credit and the shipping documents the San Francisco 
shipper goes to his own banker ; he hands over the docu- 
ments, and gets immediate payment of the Bill (less dis- 
count) . The Bill is sent with the documents to the London 
office of the San Francisco bank. It is accepted by the 
London bank, or possibly paid at once under rebate— the 
rebate bring calculated in accordance with the time the 
Bill has yet to run at half per cent, above the current 
deposit rate of the London Joint Stock Banks ; and the 
documents become available for the London wheat im- 
porter. Having these documents he is able to control the 
movements of the shipment ; and be, most likely, sells it 
in Great Britain or elsewhere at a profit before the Bill 
(one for sixty days perhaps) is actually due. He cancels 
Ms obligation to his banker ; the banker has so much less 
as a liability for Acceptance ; his commission of about a 
quarter of one per cent, has been earned through exchanging 
the public credit enjoyed by him for the private credit 
enjoyed by the merchant. TOie turning of a gold bracelet 
into soverrigns would be analogous. 
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The sununarj table on page 204 shoirs effeotiTely how 
small a proportion of Gash to liabilities the banks 
manage on. The table shows, too, how very greatly the 
“ big five ’’ surpass the smaller banks. 

A comparison of the Statement of a typical Fnited%tates 
bank suggests (that the proportion of cash to deposits 
must be, in the United States, a greater one than with us. 
The item “Foreign Exchange” in the Assets is what we 
call “ Foreign Bills Dlscountal ” j it means, that is, that 
the amount is steadily falling due and being paid. 


COtOTBfA TROIST OOifFAHT, iSWfr 
Main Oitioe, 00 Bhoadwav. 

STATEMENT, DECEMBER 31, 1920. 
Assets, 


Cash on Hand 

Cash in Banks and Exohanges 

Eoreign Exchange 

U.S. Government Bonds and Notes 


... S 1,097,107,77 
... 19,005,077.82 

... 2,179,391.38 

... 3,215,2^3.60 


State and Municipal Bonds 

Short Term Securities 

Other Bonds and Stocks 

Loans and Bills Purchased 

N.Y. City Mortgages 

Beal Estate 

Customers’ Liability on Acceptances and 

Commercial Letters of Credit 

Accrued Interest Receivable 


1,950,927.24 

4.020.139.86 
9,951,667.10 

56,994,348.87 

4.490.049.86 
3,940,372.51 

11,430,233.67 

386,138.30 


5119,279,297.98 













































TEE BESEKVE AND THE BANE SATE. 205 


' Liabilitiss. 


Capital Stock 

... 5 5,000,000.00 

Surplus and Undivided Profits ... 

... 7,608,283.65 

Deposits 

... 91,674,987.70 

Mortgage on Beal Estate 

115,250^ 

Beserve for Taxes 

458,680.27 

Bills Payable 

2,000,000.00 

Acceptances 

... 10,158,514.97 

Commercial Letters of Credit 

... . 1,277,718.70 

Contingent Liability on Domestic 

and 

Foreign Bills Sold 

920,393.71 

Accrued Interest Payable ... _ ... 

65,408.98 


8119,279,297.98 



CHAPTER XIII. 


EEGULATION OP THE NOTE ISSUE. 

A ba.nk note is a promise to pay gold upon demand. 

When the promise is, without hesitation 
Convertible and without calling for any trouble, fulfilled, 
Iffinvertible embodying the promise is a con- 

Notee. vertible one. When gold cannot be obtained 

for the note, or when it dan be obtained only 
as a result of trouble and waiting, the note is inconvertible. 
Purporting to be a promise it becomes simply a paper 
right to a more or less indefinite purchasing power. No 
date of redemption is fixed for it ; and in extreme cases, of 
wliich we recently have had many, it cu’cnlates only 
because of the Government’s decree— only because the 
subjects of a state cannot but believe that what is still 
called a mark, or a crown, or a rouble, must have some 
relation to the coins that have vanished. The mass of 
people have not divested themselves of the old mercantile 
belief that there is an inherent value in money, and that 
the increase of money means of necessity the increase of 
well-being. Sentiment, however, cannot maintain the value 
of money when it is found that the power in exchange for 
real goods has well nigh dwindled to nothing. 

When, through the severing of the link between gold 
and paper, the note is inconvertible, we have 
Bad Meswure di'awback that the measure of value is 
an uncertain measure; for practical pur- 
poses, indeed, hardly deserves to be called a measure. 
Prices at home rise and fall in accordance vvith the notes 
206 
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issued ; and these notes are issued in accordance with the 
needs of the issuing authority, not in accordance with the 
requirements of trade. The great merit of a gold currency 
into which notes can at will be converted, is its simplicity; 
the great demerit of a system of paper, where the ^otes 
merely hear the names of sums of gold, is its uncertainty. 
Exchanges at home are hampered; exchanges abroad 
become mere barter. We ourselves sufiered from this 
uncertainty. There was, during 1922, no stability in the 
exchanges; for the countries concerned were no longer 
under an effective gold system. The traders were no 
longer able, if called upon, to fulfil their obligations by 
handing over a definite weight of gold. Under a simple 
gold system all that a business man had to do when 
calculating what he had engaged to pay abroad, or what 
to receive, was to estimate weights of a commodity, of 
gold. His paper was potentially gold. Before the 
embargo on gold export, anyone with a five pound note 
could obtain for it a rigidly defined and unvarying weight 
of gold. And he could deal with it as he chose, could 
use it for filling teeth, or for making into watch cases, 
or for sending abroad to liquidate the obligations he had 
incurred. It he chose to send it to Hew York, he could 
at the Assay OfBce obtain a dollar bill for every 23-2 grains 
of fine gold. The material sovereign— not its paper repre- 
sentative — could without great expense be turned into 
dollars. As soon as the banks realised that a profit could 
be made by the conversion of sovereigns info dollars, the 
movement of gold began. 

The business man was, for some years after the War, 
concerned not with a thing ascertainable and 
evident to the senses, not with the weight of 
ory 0 u ion. actual commodity, but ivith a thing 
intangible and immaterial. He looked to purchasmg 



208 


EEOITLATIOII OP IHB NOTE ISBUB. 


power. Certainly, the dealers in statistics tried to make 
this also definite through their Index Numbers. But we 
are a dubious people, and Index Numbers do not inspire 
trust. A comparison between the number of plates of 
porrfflge a pound can buy in London and a franc in Paris 
is not convincing ; plates of porridge are not all alike, and 
state officials may be inept manipulators of figures. We 
went back again, in fact, to the barbarous and wasteful 
system of barter, and without the advantage of a money 
measm'e. 

When gold was at the back of every transaction — ^when 
a cheque was a command to pay gold, a bank note a 
promise to pay gold, a silver coin a token for gold, — ^things 
were simple; and trade flowed as in a spring flood. The 
hunger of business men the world over for a sound 
currency, based on gold, became the keener as that easy 
means of comparison receded. The comparison should 
have been : how much fine gold in this sovereign, how 
much in this napoleon? The comparison was, in fact, a 
more difficult one to establish : how many yards of calico 
can I buy in London with this Treasury note ; how many 
yards in Paris with a paper franc ; how many in Berlin 
with a thousand paper marlra ? Part of the bewilderment 
into which men were thrown arose, you notice, from the 
retention of the old names : people mumbled pound and 
franc and mark, and thought they were speaking of the old 
things. The rose by any other name would smell as sweet. 
The converse is not true, though : we should not better the 
smell of an onion by calling it a rose. It is the thing 
that matters; and the retention of the name gives no 
guarantee of the permanence of the thing. London to-day 
implies a very different thing from the London of Elizabeth 
— ^when the Corporation were constrained to appoint officials 
in order to impound pigs straying about the streets. 
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Our own “ pound " Iws retained its name througli many 
vicissitudes. “ What is n pound ? " would at various times 
have had various iinswers : pound weight of silver, a 
quarter of an ounce of gold with a little alloy, an ill- 
defined and fluctuating purchasing power attested By a 
Treasury Note, and now perhaps a well-defined and con- 
stant purchasing power attested by a claim upon gold in 
the Bank of England. These changes are slight, however, 
when compared with those we saw in the Austrian crown 
or the Bussian rouble. Can any merehant, unless in the 
spirit of wild gambling, enter into an engagement of 
long date when things like tliis arc possible? In June 
1914 the Srilish Ban!: for Foreign Trade lent the Russian 
Commercial and Jiiditslrial Sank 750,000 roubles, at that 
time worth about £78,000. In 1921 the borrowing bank 
wished to pay back, and tendered the requisite number of 
roubles. The lending bank brought an action to recover 
the sterling v.aliio in 1914. Judgment was, however, given 
against tho claimant, and a loan of .£78,000 was legally 
repaid by JS5. Tho holder of a foreign Bill ought to be 
able to offer to tlie prospective buyer a claim to a fixed 
weight of gold in tho foreign countiy ; when paper was 
inconvertible what ho did really offer was a title to an 
amount of paper currency for tho redemption of which no 
date was sot, no provision made. 

During the period (1797-1819) when the Bank of 
England was prohibited from paying its 
notes in gold, when for the only time in 
tUeir history Bnal: or England notes were 
inconvertible, we ourselves suffered from the inconveniences 
of an excessive— and therefore depreciated— paper currency. 
It was not that tho credit of the Bank was impaired ; it 
was that tho paper measure of value ivas unstable. The 
conclusion of the " Committee to consider the high price 

14 


B. C. 



210 


BEaULATION OP THE NOTE ISSUE. 


of bullion ” in 1810 (an ounce of standard gold being then 
about .£4 10s. Od. instead of £8 17s. lO^d, an ounce) is 
very like that reached by Lord CunlifEe’s Conunittee of 
1918. Here are tlu-ee pr^nant remarks of the earlier 
Cofamittee. “ So long as the suspension of cash payments 
is permitted to subsist, the price of gold bullion and the 
general course of exchange ■with foreign countries, taken 
for any considerable period of time form the best general 
criterion from which any inference can be drawn as to the 
sufficiency or excess of paper currency in circulation.” 
“Tour Committee are of opinion that no safe, certain, 
and constantly adequate provision against an excess of 
paper cunency, either occasional or permanent, can be 
found, except in the convertibility of all such paper into 
specie." “Tour Committee cannot but see reason to 
regret that the suspension of cash payments, which, in the 
most favourable light in which it can be viewed, ■was only 
a temporary measure, has been continued so long." 

We are to distinguish, you notice, this “ suspension of 
cash payments,” whereby the bank note became incon- 
vertible, from what is, not quite accurately, called the 

Suspension of the Bank Act.” The latter affects the 
convertibility not at all ; it merely relieves the Bank, for a 
while, of the necessity to procure gold for every additional 
note issued. The drawbacks of an arbitrary oun-ency have 
long been reahsed among us; and we are very unlikely 
ever again to suspend cash payments. Other peoples have 
been more reckless or less instructed. The following 
summary table, compiled by the Supreme Economic 
Council of the League of Nations, may not be very ex- 
hilarating. It does show to what an extraordinary length 
some of the continental peoples went in the creation of 
inconvei'tible paper both ttie Imperial Bank of Germany 
and the Austro-Hungarian Bank, for example, appear to 
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have issued notes nominally nrorth more than all the gold 
in the hands of man. They began shidding down the hill, 
and there is no stopping until the bottom is reached — 
until the notes are repudiated and a return made to the 
solid gold basis. • 


Notes ik Oibcuiatioit. 


Statement showing the fluctuations in the Note Circu- 
lation in all the principal countries-^in .£l,000’s. Foreign 
currencies converted at approximately par rates. 


End of. 

United Eincdom. 

United States. 

Bank of 
Prance. 

Currenc}' 

Notes. 

Bank 

Notes. 

Eederal 

Resers'e 

Notes. 

Other 

Paper 

Cnrrenoy. 

Qecember 

1913 

1914 
191a 

1916 

1917 

1918 

1919 
August 

1920 

38,478 

103,123 

130,144 

212,782 

323,241 

336,132 

356,012 

29,608 

36,139 
33,309 
39,676 
46,391 
70,190 
(tf) 87,350 

(d) 106,294 

3,383 

42,444 

62,086 

255,676 

348,055 

622,847 

666,682 

536,407 

354,827 

395,016 

660,315 

547,149 

435,166 

374,123 

368,147 

228,542 

406,464 
532 394 
667,153 
893,472 
1,209,984 
1,490,982 

1,516,180 


(d) Excluding Bank of England Notes held on Bedeniption 
Account in respect of Currency Notes. These figures, like those 
relating to Exchange quotations (page 2tt) speedily became 
greatly changed. Except for purposes of comparison neither 
these nor the later figures have reference to present conditions. 
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(a) Notes of the Bank of Italy, Bank of Naples, and Bank of 
Sicily. 
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End of. 

National 
Bank of 
Belgium 

Austro- 

Hungarian 

Bank. 

Bank of 
Finland. 

Bank of 
Portugal 

Canada 

Chartered 

Banks. 

December 

1913 

1914 
1913 

1916 

1917 

1918 

1919 
August 

19-20 

42,696 

64,670 

52.260 

51.260 
50.720 
128,420 
190,552 

221,213 

103,902 

214,042 
298,417 
453,708 
767,917 
(A) 1,482,833 
2,270,053 

(o) 4,597 

(a) 4,725 
(a) 7,232 
(a) 12,683 
(a) 23,354 
(a) 37,210 
44,958 

23,400 

21,703 

25,879 

31,585 

43,455 

61,613 

72,417 

(0)21,727 

(o| 20,378 
a) 20,479 
(a) 25,339 
(a) 32, 195 
(a) 40,018 
(o) 44,731 


(a) At the end of June. (5) Average of font quarters. 

if) At the end of December. 

(i) Bnpee converted at the rate of Is. 4d. thronghont. 

(h) In addition there had been issued by the end of 1918 short- 
term scrip notes (Eitssesoheine) to the amount of £309,033,000. 
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Marks and crowns and roubles had ceased to be any real 
measure of value — how can you measure with a piece of 
elastic ?— and recognition of the fact could be nothing but 
salutary'. The people themselves found they had been fed 
by fallacies. The belligerent governments practically told 
them that, since soma money could buy real things, there- 
fore more money could buy more real things; that the 
issue of a note called into existence the bread arid beef and 
beer that it could once purchase, just as though the 
multiplying of yard sticks could increase the number of 
bales of cloth, or the taking of the photogrivphs of all 
babies double the birth rate. A picture of the dishes at 
the Lord Mayor’s banquet will not feed a hungry man, nor 
all the illustrations of a tailor's c,atalogue keep him warmly 
clad. The sign without the thing signified is an irritant, 
far better get back to realities, in short to gold. 

We in Britain are steadily if slowly nejiring the time 
when there will be absolute parity between 
System "*^'*'* paper and bullion and coins; other peoples, 
who have diverged farther from the gold 
basis, have a more laborious fcisk. 

Tot it is not an insuperable one. Parallels are difficult 
to trace; the world has not stood still since the days of 
John Law and his Mississippi bonds, since the Napoleonic 
War, the Bank restriction, and the assignats. Tet history 
has its lessons. It suggests first of all that the earlier the 
problem is tackled, the less drastic need be the treatment : 
a few blisters from a mustard plaster at the early stages of 
a cold are preferable to the perilous remedies we must seek 
when pneumonia has developed. What will be done with 
the depreciated paper? During the last two hundred 
years, governments having hit upon a happy device for 
silently confiscating a part of their subjects’ property, we 
have had instances of complete redemption, of a scaling 
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doTvn to the gold standard, and of absolute repudiation. 
The United States itself affords two instances of the last, 
the Continental Bills of 1777 and the Confederate notes in 
1865; Prance affords two, in 1720 when the South, Sea 
Bubble burst, in 1796 when the assignats became just as 
worthless as scraps of old newspapers ; Colombia (1811), 
Peru (1822 and again in 1875), Portugal (1846), Uruguay 
(1865), hare all been bankrupts with much to pay and 
nothing to pay with. The breakdown of confidence in the 
first French repudiation came with astonishing suddenness, 
and directly as a result of goyernment action. The agents 
of goyernment then were less hardened sinners than the 
modern operators of the goyernment printing presses ; they 
were dismayed at the rapid fall in purchasing power of the 
multiplied notes, and they tried to bring the real yalue nearer 
to the nominal value. Their effort brought unexpected and 
utter collapse. "All that people looked to,” said Senior 
speaking of this collapse of 1720, “ was nominal value, and 
while notes were called livres, nobody inquired what a livre 
meant. But the instant the denomination was altered ; the 
baselessness of the paper fabric was detected. The terror 
was as universal and as blind as the confidence had been. 
On the 22nd May a man with one hundred millions of bank 
notes in his pocket might have starved in the street." The in- 
convertible note is all alloy ; and when people no longer trust 
the promise it embodies, it becomes worthless. The fiat of 
government can do much. But it cannot perpetuate the 
delusion that the printing of a piece of paper calls into being 
bread and beef and' boots represented by the paper. 

The fallacy of the assignats, issued by the French 
Eevolutionary Government, was that since 
they represented a real thing they could not 
depreciate. They were an attempt to coin the 
whole land of the country into money ; they assigned to their 
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holders a portion of the confiscated land, the land of the 
Church and of the old nobility. The hope seems to have 
been that the notes would come back to the Treasury in re- 
tui-n.for this land. The hope was disappointed, however ; 
the assignats representing land became prodigiously multi- 
plied ; they could no more keep up their value than the land 
could have done if it had all been in the market at once ; and 
just before the notes were declared worthless, it needed an 
assignat of five hundred francs to pay for a cup of coffee. 
The last quotation before their being repudiated was of 

their parity value. It was the stress of war, too, that led to 
the over-issue of the United States Continental Notes, with 
which the barbers ultimately papered their shops — as our 
enterprising tradesmen gave away 1,000 rouble notes with 
every pound of chocolates bought — and which gave us the 
, byword, " not worth a continental.” 

Where there is no repudiation, and there need be none, 
two courses are open to the governments 
Rep^iation^ *°*^®”*' returning to the only basis on 
which the currency system can rest securely. 
They may adopt the healthy, bracing policy of honouring — 
at whatever sacrifice — their promises, and redeeming the 
paper money in full. 

A promise is a promise, even if made by a government. 
This was our method after 1816, when during the period 
of the Bank restrictions a premium on gold had developed; 
it will, of course, be our method in the gradual redemption 
of our Treasury Notes. At present it is a matter of 
indifference to a farmer in Aberdeen that by presenting his 
note at the Bank of England during office hours he may 
get gold ; it is, indeed, to the Londoner, too, since he can 
use the gold in no other manner than as a means of 
payment — he cannot melt it, nor export it. No one, 
however, doubts the ultimate convertibility. Prance also 
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is steadily recuperating, and her Treasury has made the 
satisfactory announcement that there will be no need of 
credit to balance neit year’s budget. Our neighbours, 
therefore, may possibly astonish the world by meeting 
their obligations in full. . It will be a great achievement 
if she does, since the mass of her war obligations has been 
contracted in a depreciating currency. 

The second course is the more likely, and probably the 
more equitable. Most of its engagements 
CourM "****** have been made in a depreciated currency ; 

and it may well be decreed that ]EVench 
francs shall be turned into Swiss at the market value. 
There will be a kind of composition with creditors, the 
holders of the notes; a five franc note will be taken 
possibly as a two franc note. The reform would entail, 
of course, a writing down of all bank deposits, all internal 
contracts and obligations, all legal instruments of payment ; 
and it might even be possible to induce foinign creditors to 
accept the composition. The United States might be 
willing to accept part payment though reluctant to renounce 
its whole claim. The purchasing power of the note will be 
unaffected ; there will simply be a recognition of the actual 
state of affairs, with the blessing for which the| business 
world is craving of henceforth conducting business on an 
intelligible basis. This method of changing an old currency 
into a new was, you note, that adopted by Japan when in 
1890 she adopted the gold standard in place of her silver 
standard. lie gold yen was made equal in value to the 
silver yen as it stood at the time. Clearly, there was 
nothing unjust in this ; the price of silver (in gold) had 
fallen since 1873, and none could feel aggrieved when he 
obtained as much gold as his silver would have bought in 
the market. We may take it, likewise, that none who 
within the past year has contracted in marks expects to get 
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gold marts ; he 17111 be quite happy — he 17111 at all events 
cut his loss with equanimity — if he gets the market value 
in Swiss francs and if he need fear no further depreciation. 
Payi^ off the Austrian crowns and Eussian roubles and 
Polish marks at their market price in gold is, to be sure, 
hardly to be discriminated from absolute repudiation. It 
would, however, be less unsettling to the minds of men ; 
and the countries giving even so light a recognition of 
their obligations would have such satisfaction as the 
composing debtor has in not beii^ made an out-and-out 
bankrupt ; and it would bring hard facts home and rouse 
men to cope with them. At the moment, whether from 
the lethargy of despair or from the loss of moral fibre due 
to war’s disasters, the peoples of the near East are imable 
to bestir themselves, and are still fondly cherishing 
delusions, that of fiat money, for instance. 

The current* Viennese papers tell us that 20,000,000 
of krone notes are daily being printed, and that when 
the enormously multiplied State employees get the wage 
advances for which they clamour, this total will be greatly 
increased. A change of name is not invariably a blessing ; 
it is, though, when retention of the old rich-sounding 
terms leads to a self-delusion, when a man’s subconscious- 
ness suggests that “ mark ” in 1921 is somehow connected 
with “ mark ” in 1913. We shall probably do well to call 
a spade a spade ; it is a spade, and we may as well recognise 
the fact. We shall probably do weE to stop speaking of 
a three-thousandth part of an ounce as though it were an 
eighteenth part of an ounce of gold ; the Gorman mark is 
now equivalent to about three-thousandths of an ounce of 
gold, and it is nothing but healthy to accept the truth. 
Things have gone so far that we may be pretty certain that 


' June, 1922. 
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tinkerings at the shattered fabric of the European currency 
system Trill not avail. I lay the fire badly, and the appli- 
cation of a light disappoints; 1 blow and puff, I push in 
fresh paper and try to coax the chips alight; in tljp end I 
must relay the fire. Far better to take the decisive step at 
the first and begin ah initio. The sooner the Grovemments 
of Europe realise that their salvation lies in getUng hack 
to gold, and that their own business men have showed 
them the way, the better for all concerned. “ Money is 
gold and nothing else,” said Pierpoint Morgan, who knew 
what he was talking about. The gold standard has the 
confidence of mankind, and no artificial standard, however 
ingenious, can replace it. 

You agree, then, that a note, being a promise to pay 
gold, should be at once convertible into gold ; 
Conrasfon** problem is posed. “How shall 

that immediate convertibility be assured?” 

Exhaustive investigations were made by Lord Cnnliffe’s 
Committee on Currency into this question ; and there seems 
little possibility of finding fault with their conclusions. 
First : is it necessary to have any regfulation at all in the 
interest of the holders of notes ? Cheques are practically 
unrestricted ; why not notes ? The effective answer seems 
to be that cheques are mainly the signs of faith among 
business men in one another and in the banks; the 
business man knows, or ought to know, whom he can 
trust; and he has abundant means of knowing what bank 
he can trust. He can close his account with it at short 
notice and without trouble. The cheque currency — de- 
posits operated upon by cbeque—is admirably suited to a 
business community. The note currency is different, 
however. Notes come into the hands of people unable to 
judge of their goodness (of tbeir possibility of being 
immediately turned into gold). Some provision is needed 
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for guarding the economically helpless. Bank notes are a 
part of the currency ; and the reasons that impel the 
State to control the metallic currency apply with equal 
force here. 

Some people advocated that, in order to create a supply 
of credit money for trade and industry, a further supply 
of legal tender money (Treasury notes or bank notes) 
should be printed. This would form a basis upon which the 
banks could make large loans. Such a policy would have 
been, however, quite incompatible with an effective gold 
standard. There would have been no check upon the out- 
flow of gold. Unfavourable exchanges could not be 
corrected by the resulting raising of prices. Bather, the 
additional issue would make more intense the demand for 
gold to meet payments abroad; and our gold standard 
would in the end be destroyed through the loss of our gold. 
The Committee declared : “ The device of making money 
cheap by the continued issue of new notes is thus alto- 
gether incompatible with the maintenance of a gold 
standard. Such a policy can only lead in the end to an 
inconvertible paper currency and a collapse of the foreign 
exchanges, with consequences to the whole commercial 
fabric of the country which we will not attempt to describe. 
This result may be postponed for a time by restrictions on 
the export of gold and by borrowing abroad. But the 
continuance of such a policy after the War can only render 
the remedial measures which would ultimately be inevitable 
more painful and protracted. No doubt it would be 
possible for the Bank of England, with the help of the 
Joint Stock Banks without any legal lestriction on the 
Note Issue, to keep the rate of discount sufficiently high to 
check loans, keep down prices, and stop the demand for 
further notes. But it is very undesirable to place the 
whole responsibility upon the discretion of the banks, sub- 
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ject as they Tvill be to rery great pressure in a matter of 
this kind. If they know that they can get notes freely, 
the temptation to adopt a lax loan policy will be Trery 
great. In order, therefore, to ensure that this is not done, 
and the gold standard thereby endangered, it is,*in our 
judgment, imperative that the issue of fiduciary notes shall 
be, as soon as practicable, once more limited by law, and 
that the present arrangements under which deposits at the 
Bank of England may be escbanged for legal tender 
currency without affecting the reserve of the Banking 
Department shall be terminated at the earliest possible 
moment. Additional demands for legal tender currency 
othei’wise than in exchange for gold should he met from 
the reserves of the Bank of England and not by the 
Treasury, so that the necessary checks upon an undue issue 
may be brought regularly into play. We recommend that 
the Note Issue (except as regards existing private issues) 
should he entirely in the hands of the Bank of England; 
the notes should be payable in gold in London only, and 
should he legal tender throughout the United Eingdom." 
You notice that the parenthesis iu the last sentence is no 
longer needed ; in 1921 the last bank having the right to 
a private issue disappeared. 

What machinery is best for the control of the Note 


Our 

Maobinety 
for Note 
Control. 


Issue? Different answers are given under 
different systems of currencies. Our own 
answer is embodied in the Bank Charter Act 
of 1844 ; and this answer, in' the opinion of the 


Committee, needs but a slight modification. There is a fixed 


fiduciary issue: beyond that sum notes should be issued 
only in exchange for gold. From 1866 till the outbreak of 
the European War no suspension of the Act was called for. 
“ We think that the stringent provisions of that Act have 
often had the effect of preventing dangerous developments ; 
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and the 'fact that they have had to be temporarily sus- 
pended on certain rare and exceptional occasions (and 
those limited to the earlier years of the Act’s operations, 
when experience of working the system was still immature) 
does net, in our opinion, invalidate this conclusion.” We 
shall, therefore, have a continuance of the separation of 
the Issue Department from the Banking Department of 
the Bank of England ; and the Weekly Eeturn will con- 
tinue its present form. 

The slight modification of the 1844 Act is meant to 
provide ready means of providing emergency currency in 
times of acute difficulty. Before 1914 such currency could 
be issued only by breaking the law, and afterwards 
obtaining an indemnity from Parliament. The Currency 
and Bank Notes Act of 1914 gave the Bank of England, 
with the consent of the Treasury, the right to issue notes 
in excess of the legal limit. This right, however, should 
be rigorously controlled : 

(i) Parliament should be at once told of any step 

taken by the Treasury in this matter ; 

(ii) Any profits from the excess issue should be 

surrendered by the Bank to the Exchequer ; 

(iii) The Bank Bate should be raised to as high a 

figure as will ensure the earliest possible re- 
tirement of the excess issue. 

Our method of assuring the immediate turning of notes 
Other restriction of issue : after a 

Machinery comparatively small amount of note cm'renoy 
for Control of has been issued, any further issue is merely 
Note Issne. bullion certificate. A bank note becomes 
a warehouse certificate ; and the primary purposes of the 
note — ^the saving in wear of the metals and the greater 
convenience of handling — ^are again prominent. The 
greater the issue of notes, the liierher became.s the relation 
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of gold to notes ; and the security of the notes become 
thereby the greater. 

The method of proportional reserve has in some instances 
been adopted. A fixed fiduciary issue was ordained. 
Notes issued above the limit are, however, not covejed in 
full by gold, but by a proportion of gold. The objection 
of this method from our point of view is that the with- 
drawal of gold for export would cause a great fluctuation 
in the note issue. If, say, the proportion of gold to notes 
is fixed at one-third, then, as the gold was withdrawn, the 
notes would require to be withdrawn in the ratio of three 
to one. The method appears to work well enough in the 
Bank of Belgium and the Bank of Spain ; with our great 
foreign payments it would be inapplicable. 

The French method is that of fixing a maximum issue — 
a maximum fixed so high that it is hardly likely ever to be 
reached. Indeed, since 1S70, when first a maximum was 
enforced, successive varyings of tliat maximum have taken 
place whenever the issue seemed approaching tliat fixed. 
In practice, therefore, we may say that the French issue is 
unlimited ; no reserve is stipulated, whether an absolute 
amount or a proportional one, the Goverament itself in a 
manner takes charge. 

A maximum limit has been suggested, the very desirable 
elasticity being obtained through the possibility of exceed- 
ing this maximum on payment of a tax. This is the 
German plan. The criticism has been made that such a 
plan would make possible excessive speculation, which 
more stringent regulations might have averted. Certain 
systems are examined in an Appendix. 



CHAPTER XIV. 


EBCENT DEVEL0P1£ENTS IN ENG-LISH 
BANKINa. 

Our banlring system was not the birth of a single day ; 

it did not spring forth, fully equipped and 
OsT^pment complexities of modem 

business, as the goddess of wisdom did from 
the head of Jupiter. It is rather an adaptation, slowly 
moulded into such a shape os shall most conduce to the 
smooth wqrldng of commeree. It has been evolved to help 
trade and traders. And, because it has been gradually 
adapted, not because it is built upon a cainfully conceived 
plan, it works the better in practice. Changes in the 
system are incessant; we need not complain of lack of 
enterprise and initiative on the part of our great bankers. 
They are ever on the lookout for methods of making 
profit, and when their search is a successful one, the 
community as well as the bankers is almost invariably 
benefitted. We have recently, for instance, had a surprising 
extension of the foreign exchange business of the banks. 
Every branch bank is now prepared to transact such 
business, to sell you marks or buy them from you; the 
extraordinary fluctuations in quotations seemed to promise 
to many more excitement than betting on a horse-race 
could. Is this good for the business world ? Certainly, 
224 
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the facilities afforded by the banis to a great extent fed 
the spirit of speculation; those facilities undoubtedly made 
real trade less of a gamble. 

A useful departure — first devised, it would appeal^ by 
the London Joint City and Midland Bank — ^mentioned by 
the Chairman of Lloyds in his re-view of 1921 should also 
be noted. This is the “World Letter of Credit.” A man 
desiring money facilities on his travels buys such a letter 
and where ever he goes throughout the commercial world, 
for our English banks have their agencies from China to 
Peru, he can without difficult obtain money. The Lettei 
of Credit is easily bought, easily carried, easily used; and 
it is, therefore, in great demand. The banks are nowadays, 
too, undertaking more trustee business than they did 
formerly. We have indeed a Public Trustee to whose 
charge legacies may be confided. But we are told that 
the management of trustee accounts by the bank is more 
elastic than his, and can better serve the interests of those 
whom the legator wishes to benefit. The bank’s charges, 
too, are it would seem decidedly lower. 

Another recent device, less for profit than for smooth 
working, has been the effort made, by the Bank of England 
in conjunction with the Treasury, to make the stream of 
banking credits and debits a steadier one. The interest 
on the various War Loaus is paid at varying times so that 
practically every month requires great payments from 
“ Public Deposits.” And arrangements for paying income 
and other taxes by instalments assure a counter-current of 
payments into "Public Deposits.” Whatever makes for 
steadiness in the Bank’s returns makes for steadiness in 
the outer banks; and when bankers are thus able to 
calculate with more accuracy they can serve the public 
better, they need not appropriate so big a margin of profit 
'to balance the possibility of nuscalculation. 

B. c. 


15 
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These are minor changes, however. The two outstanding 
features of the past century’s developments 
in hanking are: (1) the centralisation of 
' (1 banking, (2) the shifting of importance from 

notes to deposits. Our banking system is now as real a 
unit as our railway system is. Different names are given 
to difierent banks, as the railway lines are called by different 
names in different parts of the country. The curious, and 
cumbrous, names of certain of our great Joint Stock Banks 
are standing evidences of the building up process. We 
have still a multiplicity of names. But through the 
London Bankers’ Clearing House ; through the link supplied 
by the keeping of balances at the Bank of England ; through 
the dependence of all the banks on the single reserve in 
the Banking Department of the Bank of England; through 
the influence of the “ Bank Bate ” of discount upon the 
money market; tlirough the unifying influence of the 
Treasmy, which to a growing extent eagerly consults with 
and takes the advice of the great bankers, those economists 
in practice, — our system is one. The prosperity of one 
bank helps the whole banking world ; the adversity of one 
fills the others with dismay. The second great change, 
the almost complete supersession of the bank note by the 
deposit operated upon by cheque, is an instance of the 
impotence of regulation to control economic movements. 
The business world wanted a currency that would expand 
and contract according to the needs of business ; the Bank 
Act of 1844 prevented the bank note from becoming such 
an elastic currency ; and the business world, bankers and 
merchants, developed the cheque system. So it comes 
about that the less important part of our paper money is 
elaborately regulated and restricted, and that the really 
important is left pretty much to the prudence of the 
banker. In theory our paper money is actual currency, 
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is aa equivalent for the gold of which for convenienco’ 
sake it takes the place. In practice it is a supplement to 
the currency, not a substitute; and it is a supplement 
perfectly adjustable to the demands of trade. • 

Consider these two developments in detail. Our one- 
reserve, centralised, closelj’-linked system 
was long admired by the Americans, and 
when in 1912 they passed their Federal 
Eeserve Act they imitated it. This Act aimed at securing 
control of credit issues by adapting the central banking 
system of England to American conditions. The Federal 
Reserve Banks are expected to exert an influence similar 
to that of the Bank of England. The American Financial 
crisis of 1907 seams to have shoivn that the fifteen 
tliousand individual hanksof the United States, each a finan- 
cial unit, could not afiectively cope with a monetary panic. 

Apparently tliere, as with us at the opening of the nine- 
teenth century, any man who was able to rent a corner 
block, lay down a marble floor, and put in mahogany 
desks, could call himself a Bank or a Tnist Company. 
Sharp experience long ago taught us that not every man 
deserved enough public credit to conduct banking business 
and to issue his notes. At the close of the Napoleonic 
Wars we had ourselves over 900 banks issuing their own 
notes ; it was a new El Dorado for an impecunious trader 
when he found that he could maJie his notes circulate as 
money, that he could borrow without price from the public 
that which he could lend at liigh interest. Difficulties 
arose when the banks failed to maintain even the narrow 
margin necessary to ensure payment. Between 1813 and 
1815, 280 banks failed; in 1825 actually eighty-two 
stopped payment during a single disastrous mouth. The 
process of elimination of the unfit went on until in 1844, 
the year of the Bank Act, there were 207 note issuing 
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private banks. Since then amalgamation -with the Joint 
Stock Banks has been the main cause of the disappearance 
of the private banks. In 1919 there were only six 
survivors : and in 1921 the last of all went — Messrs. Pox, 
Fowler and Company of Wellington, Somerset, its bank 
note issue being extinguished upon its amalgamation with 
Lloyds Bank, Limited. This was in fact the only 
amalgamation noted in 1921; it is interesting as involving 
the extinction of the last bank in England and Wales 
possessing the right to issue its own notes. The Bank of 
England now has the monopoly in this country of note 
issue, and its note has come to bo looked upon as a banking 
reserve rather than as part of the currency, and moreover 
as a banlring reseiwe that can in times of great exigency 
be made indefinitely greater. The Act of 1914 authorises 
the Treasury in time of stress to sanction an issue beyond 
the limit laid doivn by the Bank Charter Act. The awkward 
and roundabout method of obtaining an Act of Indemnity 
when more legal lender was called for is thereby obviated. 

The lessening in the number of banks has not led to a 
lessening of banlring facilities. True, we 
had at the end of 1921 only twenty-eight 
racilitiea. banks in business in England and Wales. 

With two exceptions, also, the drafts of these 
banks passed through one or more of the three London 
Clearings. But these banks have covered the country 
with branches ; there are indeed over 7,500 banking offices 
in England and Wales. Aud, of course, the position of 
the manager of one of these branches is very different 
from that of an independent banker in the old days. The 
bank manager may, in any difficulty, speedily command 
the resources of the head office ; the head office can rely 
upon the help of the Bank of England; and the whole 
system works down to a minimum of reserve cash. One 
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great incentive to amalgamation is in fact this possibility 
of cutting calculations more finely, of allowing less margin 
for error. The larger the numbers considered the steadier 
they are. One suicide, in a village of five hundred ^akes 
a great difference in the annual percentage ; one more or less 
in London has no appreciable effect. The bigger the sweep of 
the banking net, the more people included in the Cheque and 
Credit system, the more nearly will payments out of the 
bank balance payments into the bank. The one danger to 
be feared then would be that people will of a sudden seek 
“ hard ” money, will be content with nothing except what is a 
material, tangible “ store of value.” We need not anticipate 
this, however ; nor under any banking system would it be 
possible to fight against such a revulsion of feeling. 

How far flung is the influence of a great bank we can 
realise when we consider such surveys as the 
o?a toat**** leaders in the banking world give. Essential 
Bank. facts, for instance, are by the Deputy- 

Chairman of Lloyds effectively brought home 
to us in relation to international trade. “Without a 
sound banking system neither the country nor the commerce 
of the country can prosper. Soundness and strength alone, 
however, are not sufficient. We must also have enterprise 
and initiative in their proper degree, a wise sympathy with 
the needs of trade, and a sincere readiness to find a 
solution for the many new and complicated difficulties of 
present-day finance. Other nations have their own special 
difficulties ; but in one respect we are unique. Pour-fifths 
of our population live in towns. We are the most urban 
and therefore the least agricultural and the least self- 
supporting community that has ever existed. By our own 
action in this respect we have given immense hostages to 
fortune. Ho other nation in the world is in anything like 
this position. None draws its subsistence from such varied 
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and distant sources as we do. ITone lives as we do bj 
what it exports. None bas stated so mucb on tbe ability 
of its manufacturers and its merchants to hold their own 
agaii]^t all rivals in all quarters of the globe. None, again, 
is anything like so dependent as we are on the smooth 
working of those processes of international trade by means 
of which, for instance, meat from New Zealand is paid for 
by the export of cotton goods to China. 

The loss of their foreign trade would be a blow to all 
countries, but to us it would be an irreparable disaster. 
For it is our chosen part to eat in these northern isles 
what has been grown thousands of miles away, to turn 
into a finished product the raw material that has reached 
us from the other aide of the world; and to settle the 
account by the goods we send abroad, the shipping services 
we render, and the capital we lend and invest in any land 
where capital can be profitably employed. 

We took enormous risks — how great they were we realised 
during the War— but time has justified them. We sacrificed 
security in the matter of home-raised food for the sake of a 
world-wide trade ; and,'but for that sacrifice, hardly more than 
16,000,000 people would be living in Great Britain to-day. 

So far the gamble has come off, but it must never be 
forgotten that we stand or fiill by the abilities of our 
towns to sell their manufactures all over the world in 
rivalry with all other peoples. Anything that prevents us 
from exporting the products of our factories in payment 
for the food without which we should starve, and the raw 
material without which we cannot work, throws our entire 
economic system into disorder. 

Other nations are more self-supporting, and do not 
depend for their food on different lands. Other nations 
may suffer revolutions, privation, and anarchy ; but their 
agricultural millions will save them eventually from any 



BBCENT DEVELOPMENTS IN ENGLISH BANKING. 231 


injury it is within tlie compass of their industrial hundreds 
to commit. In our case our life depends upon our capacity 
to sell our manufactured goods abroad in exchange for our 
daily bread. The census returns show exactly 42,767,530 
reasons why we should have industrial peace at home and 
unrestricted trade with the world outside. 

Banks can do much in assisting in building up and 
maintaining our foreign trade. This bank has made special 
efforts in that direction. We own practically all the shares 
of the National Bank of Scotland, 98 per cent, of the 
shares of London and Eiver Plate Bank, operating in 
South America, New York, Lisbon, Paris and Antwerp. 
We are partners with the National Provincial and Union 
Bank of England in our foreign bank, with brenches in 
France, Belgium, Switzerland and Cologne, and, to mention 
some others, we have large interests in the Bank of British 
West Africa, the British Italian Corporation and the 
National Bank of New Zealand. By our ownership in full 
or part of our affiliated or auxiliary banks operating abroad, 
we believe we are in a position to give as full facilities and 
provide as ready and economical machinery for foreign 
trade, and to bring these islands into as intimate and close 
touch with the countries named as we can devise. We 


hope, therefore, we are playing our part in conducmg to 
our country's welfare, and that we shall continue to do so 
not without a reasonable profit to ourselves." 

The second development that has, since 1844, not 
modified but quite revolutionised our bank- 


Cheqne 
Cnrrency is 
Uncontrolled. 


ing system is that of the* cheque. John 
Stuart Mill, writing in the middle of the last 


century, and commenting on the possibility 


that cheques might cause an undue expansion of credit. 


has a oiuiouB note. He argues that the restrictions im- 


posed by the Act of 1844 were some obstacle to such an 
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expansion ; and lie suggests : “ It would not be to the 
purpose to say, by way of objection, that the obstacle may 
be evaded by granting the increased advance in book 
credits, to be drawn against by cheques, without the aid of 
bank notes. But this substitute for bank-note currency 
certainly has not yet been organised ; and the law having 
clearly mamfested its intention that, in the case supposed) 
increased credits should not be granted, it is yet a problem 
whether the law would not reach what might be regarded 
as an evasion of its prohibitions, or whether deference to 
the law would not produce (as it has hitherto done) on the 
part of banking establishments, conformity to its spirit 
and purpose, as well as to its mere letter.” The cheque 
currency is now, however, so admii-ably organised that it 
performs, smoothly, speedily and cheaply, the bulk of 
exchange work. And it is the second alternative that 
impels our bankers to follow the lead of the Bank of 
England in making credit facilities more difficult to obtain. 
It is certainly not by compulsion of law. The cheque 
cuiTency is untrammelled by government regulations, and 
is all the better for the freedom. 

The essence of the cheque system is that purchasing 
power, is for the most part in the form of 
Bank Depoaita. bank deposits operated upon by cheque. The 
legal tender money— gold and subsidiary 
coin, and Bank of England notes representing gold— could 
adapt itself to the needs of commerce only with difficulty. 
There was, under the Bank Charter Act of 184i, no means 
whereby the legal tender cuiTency could be increased 
' except the importation of gold (either to form the basis 
of an increase in the note issue of the Bank of England 
or to be passed to the Mint for coinage). Q-old already in 
use, as watch cases or ornaments, might conceivably reach 
the Mint ; but probably this rarely happened. Nor could 
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tlie legal currency be diminished — apart from the ordinaiy 
demand, about ^62, 000, 000 a year, by jewellers and others — 
except by the export of bullion or sovereigns. The cheque 
curi’enoy can, unlike this slow moving currency, adapt 
itself at once to the requirements of the business com- 
munity. Each merchant becomes his own note issuer ; he 
issues it to the exact amount called for by the transaction ; 
the transaction and the drawing of a cheque are coincident 
so that, according to our quantity theory of money, prices 
are kept stable. So long as the men drawing the cheques 
are thought to be men of substance, the system works 
without a hitch. There are limits, no doubt, to the crea- 
tion of the deposits that enable men to draw cheques. 
These credits rest upon real foundations ; the banker does 
not grant them without discrimination. The credits are 
granted upon condition of interest payments ; and the 
borz’owers must be able to earn the interest. And, since 
the bank granting the credit must be prepared if need 
be, to meet the cheques in l^al tender, a reserve of legal 
tender must be held. As the scale upon which banking 
is conducted becomes larger and more closely knit, so the 
reserve called for becomes smaller but more mobile. Some 
reserve though, there must be. The cheque currency is thus 
a supplement to the coin and bank-note currency ; it is not 
what the law of 1844 contemplated for our paper currency, 
a mere substitute. The Currency Principle rules in theory ; 
in practice we live under the Banking Principle. 

This contention — now obsolete, for the development of 
the cheque has made bank notes of but 
.BanMn; slight importance — ^refers to regulations 
^ regarding the issue of notes. Shoidd this 
Principle. issue be left to the prudence and intelligence 
of the issuing bank (Banking Principle), or 
should it be minutely regulated by the State, by the 
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Authority controllmg the currency (Ourreucy Principle) ? 
If the first, then the issue could expand and contract with 
the varying needs of commerce; the hank note would, 
when trade is brisk, be an accession to the currency. The 
bank-notes would represent the credit of the bank, they 
would be issued against the assets of the bank — ^not 
against gold ;• and the amount of issue would be regulated 
solely by the needs of the bank’s customers. If the 
second, the bank note would be r^tricted to its first 
historic function, the saving of the inconvenience of 
handling large sums. It would be a modem goldsmith’s 
receipt acknowledging the deposit of gold. 

Pushed to its logical conclusion the Currency Principle 
would make a bank note a mere bullion certificate. This 
extreme view, to which indeed the opinion of the “ City” 
seems tending now that the cheque performs so great a 
part of the work of money, is best put in Lord Overstone’s 
words before the Committee preceding the Bank Act of 
1844 : 

“ A metallic currency, I conceive, by virtue of its own 
intrinsic value, will regulate itself ; but a paper currency, 
having no intrinsic value, requires to be subjected to some 
artificial regulation respecting its amount. The use of 
paper money is resorted to on account of its greater 
economy and convenience ; but it is important that that 
paper currency should be made to conform to what a 
metallic currency would be, and especially that it should 
be kept of the same value with the metallic currency, 1^' 
being kept at all times of the same amount. Now, the 
influx and eflux of bullion is the only sure test of what 
would have been the variations of a metallic currency; and 
therefore I conceive that that constitutes the only proper 
rule by which to regulate the fluctuations of a paper 
currency.” 
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Wlerever and whenever the Banking Principle has been 
allowed to operate untrammelled, over-issue 
Some of notes and ultimate bank-failure have 

App^nUy resulted. The over-issue may not have^been 

Needed in excess of what could eventually be re- 
deemed ; in numberless instances it was 

over-issued in excess of what could be redeemed at the 
moment. This latter is what matters to the banker. If 
conversion is delayed the notes depreciate, and the distrust 
engendered may mean a grievous blow at onr whole credit 
structure. Experience seems to show that some regulation 
is necessary: the keen competition of the banks would 
make them venture large issues on a slight basis. And it 
is to he remembered that the object of allowing a bank to 
issue notes is not to enable it to make money, but to enable 
it the better to serve the public. A little less profit with a 
deal more security is only reasonable. 

The first essential of an efficient bank note-issue is 
safety. Perhaps our Bank Charter Act (1844) was even 
over cautious in the matter. It certainly did not quite 
adopt the principle 'that every note must represent bullion ; 
for it recognised a fidudaiy issue of .£14,000,000 (the 
circulation of notes for some years never having been below 
£16,000,000). Through the falling in of private note 
issues, the fiduciary issue (since 1907, the last occasion on 
which the Bank of England troubled to avail itself of 
lapsed issues) is now £18,450,000. Every note issued 
beyond this amount is a certificate that gold to the amount 
named is in the custody of the Issue Department. The 
gold immobilised is looked upon as absurdly large. It 
is, if we look upon it merely as a reserve to insure con- 
vertibility of the notes issued. It is not, however, 
if we look upon it as a basis upon which, in time of 
need — as during the once reovu-rent crises, and in 1914 — 
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additional note issue may be authorised. The loss of 
interest entailed by the immobilising of the gold may be 
boked upon as an insurance premium against collapse of 
our .credit structure— an insurance premium paid by 
the 'Bank of England as some return for its many 
privileges. 



CHAPTER XV. 


THE F OBBiqN BXCH^GES. 

Foreign Eschemge maj be looked on as a barter of tbe 
Folue of goods, payment in one country 
Ewblem. exchanged for payment in another 

country. A debt payable in one country has 
a certain value in another country ; what is that value 
and how is it fixed ? The value becomes identified with 
the readily transferable piece of paper ; and this piece of 
paper, this JBilL-of-HTOhange, becomes a part of the 
money that enables the workers of countries to co-operate 
with one another. In Appendix 4 we consider for a while 
the legal aspects of a Bill of Exchange. The three prob- 
lems that enter into the study of the Foreign Exchange 
are: — 

(1) The ascertaining of the various elements (exports 
and imports, loans, freights, commissions, and 
BO on) that go to make up the balance of in- 
debtedness among nations ; 

• (2) The nature of the instruments adopted to effect a 
settlement ; 

(3) The reasons for variations in the cost of these 
settling instruments. 

Before we. tackle these problems we had better clear up a 
point or two. 
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One possibility of error in understanding something of 
the Exchanges is the following. We speak loosdy of 
London owing money to New York. The meaning is that 
on balance, London individuals — not the whole business 
community — owe to New York individuals. New York is 
not a malignant creditor, exacting from unlucky London 
the utmost coin. The transactions are those of individuals ■ 
a London banker sends gold across the Atlantic because it 
pays him to do so. 

The rate of exchange is either the number of units of 
the foreign money that a sovereign will buj, 

■ many francs in Paris a sovereign in Londen 
will buy ; or we may say what part of a sovereign in London 
must be given to obtain credit for one rupee in Calcutta. 
With few exceptions, our method of quoting is to state 
how many units of the foreign currency a sovereign will 
buy. Thus we have the following very interesting discus- 
sion, from Tlie Times' annual financial review dealing with 
features of the rates during 1921 : — 

“Inasmuch as Great Britain was the only important 
European country to balance its Budget in 1921, the im- 
provement in the value of sterling was to be expected. 
But it is important to note that while sterling lias improved 
by nearly 20 per cent., French and Belgian francs, the 
Italian lira, the Danish kroner, and the Czech-Slovakian 
crown have improved to a greater extent. Yet the financial 
position of these countries cannot be regarded as having 
improved to a greater extent than that of Great Britain, 
for all of them are still using the printing press. But these 
inconsistent movements in exchange are inseparable from 
a paper currency regime. The exchange value of a paper 


currency does not represent its purchasing power parity, as 
in theory it is supposed to do. Hence the problem of the 
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exchanges. Before the War parities were secured by what 
was almost an automatic flow of gold from the country 
with the low gold point — ^that is to say, from the country 
with a lower purchasing power for its currency — to the 
high ^old point country — i e. the country with the higher 
purchasing power. But paper currency, unlite gold, not 
being international legal tender, there is no ready means of 
securing an equilibrium between countries having an incon- 
vertible note as currency. 

In the case of eight countries — ^namely, Italy, Eoumania, 
Spain, Greece, Germany, Austria, Poland, 
Paper and Norway — their currencies reached the 

Values. lowest value in sterling on record. At one 
time 26,000 Polish marks were required to 
purchase a pound. But at the close of the year less than 
half this quantity was required. The Vienna exchange 
touched 14000 crowns to the pound, the Berlin 1,275 
marks, the Athena 104 drachmae, the Spanish ps. 31‘80c., 
the Ebumanian 895 lei, and the Italian 109J lire. The 
depreciation in Eoumauian lei so demoralised the market 
that the Government put in force certain regulations for 
eliminating speculation, but the only result was virtually 
to stop dealings in lei. Austria also attempted some form 
of exchange control. A distinction was made between the 
Ausland crown and the Inland crown. At the end of the 
year the difference in value between these two kinds of 
crowns was very marked, the Ausland rate being 11,000 to 
the pound, and the Inland rate about 28,000. But the 
difference was an artificial one. 

In the subjoined table, the exchanges of the principal 
countries on December 31, 1921, are compared with those 
on December 31, 1920, the highest and lowest rates of the 
year being also recorded : — 
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Dec. 31, Dec. 31, I 
1921. 1920. 


lull's 

4-481 

Sl-90 

54-5^ 

86’60 

575 

281^ 

2812 

21-69i 

9900 

2231 

4^a. 

11-391 

771 

11,000 

280 

12,250 

26-171 

16-70 

20-881 

97 

1/4 

1/4 

1/4 

m 

2/34 

a/Ri 


9Hd.. 

61 Ad. 

9|lt 

60 

mt (i) 

34i 


* Hig:liestqnotatioii per pound on Tecord. (Already far exceeded.) 
(a) Freminm. (5) Discount. 

t In April last the method of quoting was changed from pence to 
peso to dollar to pound. 

B. 0. 
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Bj far the most interesting exchange market was that for 
German marks. Since the close of 1918 Germany has 
pursued a policy of energetic inflation, and in that period 
her note circulation has been multiplied five times. The 
result has been to bring her gold prices much below 
the world level. 

The Foreign Bill of Exchange is the instrument called 
into being by trade between individuals 
belonging to Cerent countries. A cheque, 
we saw, is a command. The person who is 
entitled to draw a cheque is in the position of being 
enabled to issue an order to a banker : he tells the banker 
to pay a sum of money to a named person, or his order, 
or to the bearer of the cheque. A cheque is, however, only 
a special kind of these orders that transfers the possession 
of money. A Bill of Exchange (B/E) is the big class that 
includes cheques. Three persons may be concerned in it. 
Thei-e is always the maker (or drawer) to whom a debt is 
usually due: there can be no bill without a drawer’s name j 
with this we have a perfectly good bill though no other 
name appears. The acceptor will ultimately put his name 
upon the bill unless indeed the drawer has no right to 
ask him to do so. But the bill can be dealt with 
(negotiated) before being accepted. There is the acceptor 
(or drawee) who may have the drawer’s money available to 
pay the debt, and who presumably has agreed to pay the 
bill when it becomes due. And there may be the creditor 
(or payee) to whom the bill is handed in payment of another 
debt. Jones has sold goods to Smith and has bought goods 
from Eobinson. In order to pay Robinson, Jones draws 
a bill on Smith ; Smith accepts it ; and Eobinson obtains 
the money, A Bill of Exchange is an order by one person, 
addressed to another, directing the payment of a certain 
sum of money on demand, or at a fixed future time, to a 
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specified person, liis order, or to bearer j andwhen accepted 
— authenticated, that is, by the signature of the drawee — 
it becomes an acknowledgement 'of debt. It confers a 
right to receive money ; and this right may be transfe{red. 
The person who takes a bill in an honest manner is 
entitled to the payment promised in the biU ; he may take 
it as confidently as he takes the current coin of the realm. 
How others may have obtained the bill matters not at all ; 
the holder depends solely upon his own conduct. Though 
there has been fraud or deceit (but not forgeiy) in the 
making of the bill, or in its transfer, or though there is 
no real transaction to which the bill relates, the endorsee 
of a bill of exchange for value is entitled to the amount 
upon the bill. 

By our cheque system we agreed that inland transactions 
could be settled wellnigh without the inter- 
vention of money : and the Bill of Exchange 
Exchange. system has the same economising effect m 
relation to foreign trade. This trade does in 
the end what all other trade does ; it permits men to help 
one another. By means of foragn trade not only people 
at home but people throughout the world become a society 
for mutual help, a big co-operative society. By its means 
the Hindoo gathering the tea-leaves in a plantation of 
Assam and the weaver in a Blackburn mill help one 
another. To an altogether unprecedented extent we in 
this countiy have become dependent for our essential 
supplies upon water-borne trade. Any slackening in the 
streams flowing upon us from every quarter produces want 
and distress ; as sudden cessation of the streams would 
reduce us to helplessness. 

How is it that we prevail upon peoples abroad to 
maintain these supplies ; how do wo pay, that is, for the 
imports upon which we have grown accustomed to rely? 
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We value the supplies in money, but if we were to pay in 
gold — ^the only international currency — our stock of the 
precious metal would be depleted many times in the year. 
We ^ay for the imports by ourselves rendering services. 
Our services, too, are valued in money, whether those 
services are embodied in cotton or iron or woollen goods, or 
whether they are such services as are rendered by bankers 
or by shipowners or by the various mercantile agents. The 
value of the services we give equals, in the long run, the value 
of the services we get. Obligations incurred (measured in 
gold) balance obligations confeiTed (also measured in gold.) ; 
service pays for service. And the Bill of Exchange is the 
instrument that enables services to be offset by services. 
The Bill of Exchange gives its owner the right to a specified 
sum of money at a given time and place. This right can be 
bought and sold. The Bill of Exchange, therefore, so 
transfer's propei'ty that it affords a cheap and convenient way 
of paying debts incurred in a foi'eign country ; and enables 
a merchant who has sold goods abroad to be paid for his 
goods in money of his own country. 

The Bill of Exchange, in the first place, saves the expense 
and risk of ti'ansporting the precious metals 
T^^^ginal place. This was their original 

.. function. Eor even before acceptance the 
bill may be perfect, and the early bills were drawn and 
circulated before actual acceptance. A man comes to 
another in London and says, "You have a debt to collect 
in Melbom-ne, haven’t you?” “Yes, so-and-so owes me 
.£1,000.” “Well, I have i6900 to pay thei'e; would you 
draw upon your dedtor for ^6900 of his account in favom- 
of my creditor, and sell the instrument to me?” “I 
will.” The instrument is bought, is sent to Melbourae; 
the acceptance is procured, and the money is paid on the 
matui'ity of the bill. The di'awer’s name is the essential 
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part of the biU; since the drawer is in the last resort 
responsible for the amount to be paid. You may safely 
take a bill drawn by a good man even though it has not 
been accepted. In the second place, however, bills p^mit 
a creditor to receive present payment of a debt due some 
ti'mp hence. This function is nowadays as important as 
the first. 

A London. merchant buys some thousand tins of meat 
from a Chicago packer. How is he to pay ? 
He could send English money ; but, in the 
E»fian^. place, the packer wants dollars, not 

’ ' sovereigns ; and, in the second place, the 

expense of sending gold across the Atlantic would add to 
tlie cost of the goods. AH could be conveniently settled if 
someone in London, a diamond dealer in Hatton Garden, 
perhaps, sold to a buyer in Chicago an article costing as 
much as the meat. Ttee would be a debtor and a creditor 
in both London and Chicago ; and if the meat'buyer paid 
for the diamonds, and the diamond-buyer paid for the 
meat, everyone would he satisfied. The bill achieves this 
P the packer, draws a hill for the amount of money due to 
him; L, the London importer, accepts the bill. He 
acknowledges his indebtedness, that is, and makes an 
unconditional promise to pay the bill when it becomes due. 
P now has the right to money in London. He sells this 
right to P, the buyer of diamonds, who wants to pay money 
in London. P sends the biU to P, the diamond merchant, 
who, by means of his bank, coUects the money from i. 
AU this seems very complicated ; a diagram should show 
that it is really quite simple (see next page). 

You realise that in practice a debt abroad is seldom 
thus offset by a credit abroad of exactly the same amount. 
Bankers -and biU brokers are the reservoirs for collecting 
the credits on places abroad. Those who need to pay 
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abroad go to these reservoirs and tap them, to the required 
extent. The banker’s draft is a Bill of Exchange made to 
order. 

cmcAGio 

P B 

(Creditor) sells the bill to (Debtor) 
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Pi 

'i 

09 

O 

ti 
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(Debtor) 


-Dollars- 


-Sovereigns- 


pays the bill when due to 
LONDON 


0 

01 
a 
P 
Pi 


D 

(Creditor) 


It would simplify matters farther if both countries had 
the same cuirency ; we should not only be relieved from 
the need of sending money, we should be able at once to 
compare prices. There would be no need to remember 
that .£1,000 contains as much gold as $4,866. But, as 
J. S. Mill says, *' So much of barbarism still remains 
in the transactions of the most civilised nations, 
that almost all independent countries choose to assert 
their nationality by having, to their own inconvenience 
and that of their neighbours, a peculiar currency of their 
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In fact, of course, there are in modem times innumerahle 
transactions among trading nations; and 
"of fiahe. “ payments must be made for many things 
other than commodities. There are guasi 
tributes to make in the form of administration expenses, 
remittances of revenue, of rents and other income to those 
living abroad, emigration of capital, or its transmission 
for. foreign investments. ' All these payments constitute 
the obligations of one country to another ; and in the long 
run they will balance one another. For no country, any 
more than an individual, can continue heaping up debh 
This equation, when a country has as much to pay abroad 
as it has to receive, is rarely established. There will 
usually be a discrepancy between the amounts to be 
received and the amounts to be paid. The bill broker, 
buying bills from those who have money to receive and 
selling bills to those who have money to pay, may be 
asked for bills to a greater amount than bills are offered 
him. He will not refuse the bills on that account. His 
correspondents, however, in Chicago or elsewhere, cannot 
wholly meet these bills by setting them against the bills 
bought by the broker ; part of the amount necessary must 
be sent in gold. The sending of the gold will involve the 
broker in trouble and e.speuse; it will also lock up a 
portion of his capital for awhile. He is, therefore, able 
to charge more for the bills he sells than a comparison of 
the money represented seems to justify. Bills upon the 
foreign country — ^the right, that is, to receive money in 
that country — are at a premium. This premium the 
broker cannot retain for himself; he must share it with 
those who have sold abroad and who as a result have 
money to draw abroad. Their credits now sell for more. 
We perpetuate, indeed, some of the errors of the Mercanti - 
lists in our foreign exchange vocabulary. When foreign 
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credits are at a premium, so that those irishing to pay 
money abroad must pay more for their bills than the par 
rate, the exchanges are said to be against vs, to be un- 
fgvo^rahle. But, of course, the people with money to draw 
abroad will by this very fact be favoured. They have, 
in addition to their ordinary profit, the excess over par 
at which they can sell their credits. The importing of 
goods is penalised, the exporting is encouraged. So,j^en 
we have more to draw abroad than to pay, the exchanges 
are said to be for vs, to be favonrahh. Then it is that 
importers get a benefit when paying and exporters get less 
when receiving. The terms themselves are reminiscent of 
the old Mercantile Theory that considered trade as a 
struggle among nations as to which should draw to itself 
the greatest share of the precious metals. Conditions were 
favourahle when gold tended to come; conditions were 
mfavouralle when gold tended to depart. 

Suppose we study a concrete example. TVe shall then 
better realise what happens. Jf of 
consignment of wool 
to 1/ of London. Before its being sent from 
Melbourne the wool becomes represented by a Bill of 
Lading; and this enables M to obtain payment for the 
wool five or six weeks before its arrival in London. M 
draws a Bill of Exchange (or draft) upon L for the 
amount, that is, he instruct-s L to pay a definite sum at a 
definite time; it may be, according to the terms of the 
bargain, “at sight,” or in three months. M takes this 
bill to a Melbourae banker, who, knowing M to be a 
sound man, will buy it. For if L, to whom the bill is 
addressed, does not pay it, if, who has drawn the bill, is 
responsible for the payment. Usually, as an additional 
safeguard— as a collateral security, ho says — the hanker 
will re(}uire also the Bills of Lading. The Bill of Lading 
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gives, as vre say, a title to the possession of the goods 
named in it : -irhoever lias obtained possession of the Bill 
of Lading in an honest and fair manner is for the time 
the owner of the goods. The banker sends the draft and 
the Bill of Lading to his London agent, from whom L 
will be able to obtain the Bill of Lading — enabling him 
to get the wool— by accepting (undertaking to pay) or by 
actually paying the bill. The Melbourne banker has now 
at his disposal credit in London. He is, therefore, in a 
position to sell bills to any of his customers who, having 
bought goods — cottons or woollens or machineij — from 
England, wish to make payments in London. The banker 
draws upon his London agent and sells the draft to the 
Australian importer. The Bill of Exchange enables exports 
to be paid for by imports without entailing any passage of 
money. 

Every export from our countiy helps, that is, to build 
up a supply of foreign exchange. Almost 
invariably an export means an increase in 
the credit standing abroad of a British 
bank. Every import, on the other band, creates a demand 
for fomgn exchange. Almost invariably it means that a 
British bank will be asked to grant credit abroad. And 
this is true though the export comes from one country 
and the import goes to another: exports build up the 
supply of foreign exchange, imports deplete it. In normal 
times we buy from the United States an enormous worth 
of cotton and foodstuffs and goods of all descriptions; 
we sell far less than we buy. With a country like Brazil 
matters are very different. We send to Rio Janeiro or to 
Bahia or to Santos manufactured goods of a far greater 
value tlian that of the comparatively small amount of 
coffee and rubber we buy. Brazil, however, sends a great 
proportion of her coffee crop to the coffee-drinking States 
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and imports little in exchange. A merchant in Santos 
nrho had bought Manchester goods would have difficulty 
in finding one who, haring exported coffee to England, 
had a credit on England to sell. He would find numbers 
who nad credit to receive in New York ; and this credit 
would, in all probability, be represented by a hill on 
England. The New Orleans exporter, who had sent cotton 
to Liverpool, would have a hill on Liverpool to sell ; the 
New York exporter who had sold wheat to London would 
have a bill on London. Either bill would be welcome to 
Brazilians having payments to make in England. The 
cottons sent to' Eio help to pay for the wheat from New 
York; the coffee sent from Santos pays for the cottons 
from Liverpool. Our great and far-reaching foreign trade, 
the long and well-deserved confidence in our bankers, the 
high reputation of our merchants and manufacturers — 
these have brought about the curious state of affairs that 
foreign exchange transactions are usually settled by bills 
drawn on London. A hill drawn on London is a kind of 
international currency ; and our bankers thereby take toll 
of the world’s trade. The number of payments to be 
made in London is astonisliingly great ; these payments 
are from every part of the world. The holder of a good 
bill on London is, therefore, sure of a ready purchaser. 
It comes about, therefore, that London draws few bills but 
accepts many. 


Exports pay for imports we have said ; and, allowances 
being made, this is true. The payments due 
^orts* ™ the long run biilance 

payments due from the country whatever 
those payments are for. For a longer and shorter while, 
however, a country may have to pay more abroad than it 
has to receive. This was our state during the War when 
our workers were diverted from production to destruction. 
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or to the production of munitions of war that were ex- 
ported without return. Then it was that we sent abroad 
in payment for the necessaries of life a vast number of 
securities, chiefly to the United States. The holders in 
this country of “ dollar securities " were obliged to sell 
them to the Treasury at fixed prices ; and the Treasury 
sold them in New Tort in order to prevent the dis- 
crepancy between credit abroad and debit abroad from 
being too great. The securities had entitled people in 
this country to receive annual payments from the earnings 
of railways and mines, factories and ships, worlring abroad. 
They represented those savings of the nation as a whole 
which had been invested to exploit the resources of the 
"new” countries. Shares in undertakings at home, too, 
went into American possession. For, in these days, when 
a slip of paper conveys a title to property, we can export 
our railways and canals, the very houses we build and the 
fields we cultivate. So it comes about now that, instead 
of being in the position of having more to receive than to 
give, we must now, so far as the United States is con- 
cerned, produce and export more than we receive unless we 
wish to become even further in debt. 


We had, during and after the war years, strange move- 
ments of the Exchanges. A little consideration of these 
should help us to a better understanding of the nature of 
the Foreign Exchanges. 

The fundamental fact in the foreign exchanges is this : 


obligations are incurred by the inhabitants 
Jhe Essence of qJ qjjq country ; these obligations entitle 
Exch^ge. inhabitants of another country to payment. 

Weincurforeign obligations in order to satisfy 


our hunger — we have a big grain bill to pay ; in order to 
gratify our love of elegance — we buy a great deal of silk ; 
in order to provide for a stream of dividends from abroad — 
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■we invest capital in other countries, link up our fortunes 
■with those of ■ enterprises far off. The obligations are 
measured in money. In other words, payment of money 
is due abroad. While a country is under an effective gold 
standard, every obligation incurred— /or merdhaniiee im- 
ported, for interest charges to he met abroad, for services 
rendered by foreigners for money sent or loaned dhroad — 
constitutes a legal claim on gold. Obligations are measured 
in gold : if an American performs a service for a dweller 
in Great Britain, then the American is entitled to take 
from Great Britain a fixed weight of gold. We are speak- 
ing, you note, of places having a “ free gold market ” — 
places, that is, in which current money can without delay 
and without premium be exchanged for gold. Where 
these exist gold is the medium of exchange. It does not 
matter that the actual settling medium is paper. So long 
as a country is both able and willing to settle the balance 
of its foreign debts in gold,, the value of the balance is a 
legal claim on an equivalent weight of gold. Consider the 
particular example. There may be in London a great 
demand for Credit in New York, but a small supply of 
credit available. That is, there are many bills representing 
obligations incurred by England to America, but few bills 
representing obligations incurred by America to England. 
The obligations do not balance. A balance is due in gold. 
But as the cost (freight, insurance, interest) of shipping 
the gold to the creditor country is very small and almost 
invariable, it follows that the price of foreign hills of 
exchange (payable in countries kno^wnto fulfil their obliga- 
tions under the gold standard) is almost fixed and practi- 
cally stationary. The charges incurred in transporting 
gold across the Atlantic is about a quarter of one per cent. 
Before the War, the ordinary trader never needed to con- 
sider possible fiuctuations in the exchanges: during a 
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continuouB period of thirty-three years (1880-1913) the 
pound sterling varied within the narrow limits of 4'82 and 
4‘91 dollars (the par value being 4‘866). The price can go 
higher or lower than par to the extent of shipping gold 
and to that extent only. At one point, the demand for 
hills largely exceeding the supply, it becomes cheaper to 
export gold ; a sovereign will buy fewer dollars in London 
than in New York, even allo%riug for cost of shipping. 
This is the outgoing gold (or specie) point. Instead of 
paying high for dollars in London, the debtor in London 
sends the actual gold across the Atlantic to be turned into 
dollars in New York. For, though there may be no 
market in New York for our goods, we can always get 
dollars for our gold. Conversely, an American having 
an obligation to meet in London — needing therefore 
soverrigns — may find that his dollars will in New York 
buy fewer sovereigns than usual. The stip^y of American 
bills in London largely exceeds the demand. More dollars, 
therefore, are needed to buy sovereigns. Bather than 
accept the lower exchange rat%, the American debtor will 
turn dollar's into gold at New York and send actual gold 
to London where it will exchange for its equivalent in 
sovereigns. This is for England the incoming gold (or 
specie) point. While the countries are under an effective 
gold system the quantity of bills offered matters not at all. 
The banks create a demand sufficient to absorb any excess 
however great. There is only a small margin of profit. 
This is enough, however, to make the banks buy the 
excess supply, convert it after collection in the debtor 
country into gold, and upon the arrival of the gold in the 
home country exchange it again into their own currency. 
Similarly, there may be a great demand for foreign bills 
(the banker’s customers come to him for drafts to cancel 
&eir obligations abroad). The banker draws the draft 



254 


TEE FOEEIGN EECEAEGE8. 


needed, finds perhaps that he has few bills to send for 
covering the drafts ; and is constrained to send gold to be 
placed to his credit in the equivalent foreign currency. 
There may be no market abroad for our cottons or iron 
goods: But gold need not be sold : it has merely to be 
coined. All this is true, however, only as long as the 
currencies are upon a gold basis when the gold basis has 
been forsaken other conditions arise. The being on an 
effective gold basis implies that a holder of any of the 
various representatives of money — cheque, bank notes, 
bills — may without difiSculty obtain gold if he wishes 
instead of gold’s representative. In England a five pound 
Bank of England note can be exchanged at the Bank for 
five sovereigns; in the IT.S.A. a dollar bill may be 
exchanged, at any of the Assay Offices for a definite 
weight of gold, The gold- points, that is, are such rates 
of exchange as make it profitable to buy gold in one 
country and sell it in another. In the early months of the 
War BO much money was due from the United States to 
this country, so many securities had been sold for 
Britishers on the New York Exchange, that gold in great 
quantity was sent from the States. It went, indeed, not 
to London but to Ottawa, where the Bank of England had 
established a depository. The increasing payments due to 
the United States quickly reversed the current, however; 
and gold flowed from all directions into New York. 

Erom a commercial standpoint there is a gold par 
Gold Far defiirite use than the Mint par, 

-~-= — usually found in text-books. The latter is of 
academic interest, but it is not of practical utility. Take, 
for instance, the relation between the sovereign and the 
20 franc gold piece. The sovereign is minted at 77/10-^ per 
ounce standard, and the franc at 3,100 francs per kilo, 
•900 fine. Hence by a simple arithmetical calculation we 
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find that the Mint par of the sovereign is 25-2215 fi-ancs. 
This is the Mint par, a deduction from the Coinage Laws 
and unalterable so long as the Coinage Laws remain 
unaltered. The calculation may be useful to fix a theoreti- 
cal point ; but as a guide to exchange operations between 
the two countries it is irrelevant. The real par corresponds 
to the theoretical (Mint) par only when the actual currency 
is that laid down by law ; and when the actual weight of 
gold token to the Mint is gi^en out again (as with us) in 
coin. But.as a general i-nle sovereigns of average weight 
only (say 3 mille— ‘3 per cent.— light) can be obtained 
for export ; and when sent into the French Mint a seignor- 
age of 6-70 francs per Idlo (say 2| mille) is charged. 
Thus actual conversion of sovereigns into gold francs 
would produce probably only 25*0927 francs per sovereign. 
Conversely, when gold francs are melted the amount 
charged as seigniorage necessarily disappears. For when- 
ever a seigniorage is exacted, the gold on being exported 
loses part of the value it had at home. 

The New York banker who needs to export gold can 
usually obtain it in bars from the Assay Office at a charge 
of ^ per cent. His advantage from this is that he receives 
full weight, not gold coins lightened by abrasion ; and the 
Government can afford to give bars because the cost of 
coining is saved. 

Since 1914 we have given up (temporarily, not perma- 


Fresent 
Position in 
Regard to 
Gold. 


nently) the gold standard; a “pound" is 
not now a definite weight of gold, but a 
fluctuating purchasing power having an un- 
certain connection with gold. And other 
European currencies have seemingly severed 
the connection altogether; the old names persist, the 
• realities implied by franc, mark, lire, florin, rouble, are 
quite different. The table of the various currencies on page 
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241 gives in a summary maimer the quite extraordinary 
state of affairs in Europe during 1921. Foreign Exchange 
is now not a relation between currencies, bnt between 
purchasing powers (represented by goods not by gold). 
The Holder of a foreign bill offers now to the prospective 
buyer a title, not to a dejmite amount of gold, hit to an 
amount of pamper currency', for the redemption of which no 
date is set, no provision made. The owner of a “ pound " 
in London wishes to know nowadays what correspondence 
the goods he can buy in London have with the goods a 
franc can buy in Paris. That gives a basis of comparison. 
Formerly the Coinage Laws of the countries concerned — 
or rather the actual state of the currency, which usually 
deviated from the legal requirements — supplied the means 
of compaiison. Now a more elaborate calculation must be 
made. Index Numbers have obtained a new importance. 
Consciously or unconsciously the holders and buyers of 
foreign bills assess the talue of those bills in accordance 
with the prices ruling in the countries concerned. 

How was it that the gold standard came to be given up ? 

in other words, what constrained the peoples 
The of Europe to lose hold on the firm basis of 

of irhich trade and industry had long 

Standard. proceeded smoothly, and adopt a system 
altogether imintelligible to the ordinary' 

man? 

The free flow of gold was prevented by the belligerent 
European nations, including ourselves. For, so great a 
volume of obligations had been contracted, with America 
particularly, and so small was the volume of counter 
benefits conferred, that the gold would have disappeared, 
not from circulation merely, but from the country. In 
Europe there was an enormous demand for dollars because 
of; — 
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(i) Immense purchases of foodstuffs, munitions, and war 
materials ; 

(ii) Large remittances to America by frightened capital- 
ists and by speculators ; 

(iii) The freights earned by the young American 
Merchant Service. 

There was a far less supply of dollars than usual 
because ; — ‘ 

(i) Eurape was producing far less, and found increasing 

difficulty in transporting the little she produced ; ' 

(ii) America used less for “invisible items’’ like in- 
surance and freights, and the expenditure of Americans 
abroad. 

A great and increasing debit balance arose against 
Europe. This debit balance was represented by an excess 
of bills payable over bills receivable. The banks no longer 
could absorb the excess ; for the restriction on the sale 
and export of gold prevented the former machinery from 
working. Gold was not available; and the depreciated 
paper became' worth ever fewer and fewer dollars. 

It is curious to note that Sweden and Norway, during 
the War, were -constrained to place an embargo, not upon 
the export, but upon the import of gold ; and Spain bought 
gold at a discount. There was so great a danger of an 
extraordinary and unsettling rise of prices through the 
flooding of the country with gold from the belligerent 
countries that it seemed desirable to discourage the import. 
In America (G.SA.) itself there has been inflation (an 
increase in means of purchasing without a corresponding 
increase in commodities), not because there has been a 
departure from the gold standard, but because of the 
increase in gold. Here are interesting figures bearing on 
the point : — 

B. 0. 


17 
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Figures for January, 1921, shotting the relation between 
price levels and the Exchanges. {Merchandise not gold has 
virtually become the means of settling international obliga- 
tions.) 
r 


Jan., 1921. 

Index Numbers 

Index Numbers 

Percentage 

What the ex- 

issued by the 

compiled by 

premium on a 

change should 

U.S.A. Labour 

7'he Statist 

dollar’s worth 

have been if it 

Bureau. 


of goods in 

had corre- 

(1913 prices 

(1913 prices) 

England. 

sponded to the 
relative level 

= 100) 

= 100) 


of prices. 

U.S.A. 

Great Britain. 

232-177^,00 

177 

232 

17/ 

3-70 

Exchange. 

Actual average 

= 31X 
Percentage 

Percentage of 


monthly rate 

premium in 

over-valuation 


(cable). 

dollar currency 

of the £. 


3-73. 

30 

1 


(Upon the price levels basis, that is, the exchange for 
January, 1921, was on the average slightly in our favour.) 

Since the easy and stable relation among the currencies, 
when those currencies were based on gold, no longer holds, 
the buyer of a Bill of Exchange must nowadays ask him- 
self not one, but a series of questions tendering exchange 
operations no longer a matter of routine, but of compli- 
cated problems. It is not simply Sow much gold mil this 
enable me to get ? but Bow much merchandise will this buy 
at the moment in the country on which it is drawn ? What 
are the present economic and political conditions of the 
country whose currency is offered, and what are its future 
prospects ? Are these conditions such as to malie it reason- 
ably certain that I shall be able to re-sell at a profit 
or to obtain setllemeni ultimately in gold or goods or 
services I 
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A countrj' may create a number of claims upon foreign 
holders of purchasing power in much the 
Loaa^ same manner as a merchant temporarily 
embaiTasscd may crc.ate purchasing power 
for himself. If the latter can persuade a banker tlTat the 
security offered is sound, and that there is a reasonable 
prospect of gain, ho obtiiius an overdraft; he has a sum 
placed to his credit and may operate upon it by cheque. 
Similarly a country may, while its credit is good and there 
is a reasonable hope that it will at some future date meet 
its liabilities, and till it docs pay interest charges, float a 
foreign loan. That is, investors in countries abroad are 
invited to remit to the borrowing country part of their 
claims on the community at large, claims attested by their 
possession of money. The obligations incurred by the 
investors who respond to the invitation have a counter-eSect 
to obligations incurred by the borrowing country (for its 
importe perhaps). 

The questions an investor will ask and upon the answers 
to which the success or failure of the loan will depend 
are: — 

(i) What productive capacity has this nation? (largely a 
matter of geography). 

(ii) How much can it save a year, what excess of pro- 
duction has it over consumption, to meet its foreign obli- 
gation ? 

(iii) To what extent will its people submit by taxation to 
give up this excess ? — a question clearly depending upon 
political conditions; a stable government like that of 
Franco could command a loan where a seemingly unstable 
one like that of Eussia could not. 

Eaising a loan abroad means the export of a paper obli- 
ffation — “ a long term foreign bill of exchange.” But there 
is a limit to the acceptance abroad of such bills, and ap- 
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parently the limit has been reached in regard to some 
countries. The curious position is thus reached. 

Producers, in America especially, where the output of 
the factories for the twelve months ending June 30, 1920, 
was estimated at 50 mUliou dollars or about 40 per cent, 
of the world's total production, are eager to sell. The pro- 
ducers are mainly creditors of those to whom they would 
-sell ; and they are eager to strengthen the financial stand- 
ing of their debtors. 

Consumers, in Central Europe particularly, are eager to 
hug, not only for consumption but in order to pay existing 
debts. The producers are exceedingly anxious to improve 
the financial standing of their debtors ; but additional 
security is looked for, and in the unsettled state of affairs, 
additional security is not forthcoming. 

Yet there is not wanting weighty opinion that a way 
out- of the impasse is possible by furtlier extension of 
credit. The Chairman of Barclay’s .declared to the 
Parliamentary Commercial Committee of the House of 
Commons -. “ Assistance given at the present time to the 
distressed countries of Europe would secure commercial 
and political ties of immense value in the future, and 
the inability to give it would mean a great opportunity 
lost.” 

' A clear knowledge of the causes that have created so 
great a confusion in the Foreign Exchanges 
should point to the remedy for that !con- 
ConfUaion. fusion. Wo are not justified in anticipating 
that the recovery will be other than a 
gradual and long drawn out process. For the disturbance 
has been the inevitable result of the immense dislocation 
produced by the world-shaking War. The fundamental 
reforms are stated in the Beport of the Brussels Financial 
Conference: “ Eestoration of .order in public finances. 
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purging of currencies; and freedom of commercial trans- 
actions.” 

In i-egard to the first', the trading nations seeking 
foreign credits \rill need to balance,^ their 
PnbUo*”^ ' l^udgets, to make their incomings at least 
Finances. equal to their outgoings. Possible lenders 
win then have some confidence in the ulti- 
mate repayment of their loans and in the present payment 
of interest. The European nations will he able to obtain 
the raw materials arid other products needed from America 
or elsewhere by way of long term investments or credits. 
The amount of work executed upon the materials will be 
more than adequate to pay interest and to supply a 
moderate sinking fund, even after the debtor countries 
have supplied their internal needs. For efBciency and 
industry are still the distinctive traits of the European 
worker, and — in spite of many gainsayei’S — ^particularly 
of the British worker. It comes to this : during the War 
years we consumed a vast amount of commodities in 
which wore embodied the services of men abroad ; and we 
were so intensely occupied by the War that we supplied 
but a small amount of services in return. Efow that peace 
is here, the process must be reversed ; we ourselves, France, 
Italy, Grermany, Austria, to a far greater extent, must 
give more services than we receive. We shall thereby be 
paying off part of our foreign debts. Germany, for in- 
stance, obtains the proceeds of a loan from the United 
States in the form of cotton. The loan is paid off, in the 
event, by manufactured cottons, bought either by the 
United States or some other solvent buyer. These cottons 
are sold at a price that includes cost of the raw material, 
wages of labour, overhead charges, interest on the loan and a 
portion for sinking fund, taxes, and a profit. Thus in a 
manner the creditor country purchasing the manufactured 
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article pays itself the interest and sinldng fund ; and the 
question may arise whether it is not better to cancel the 
original debt, so that there will be no need firetly to make 
new Iqans of raw materials, secondly, in order to recover 
the amount of the old and new loans, to absorb immense 
quantities of foreign manufactured articles. This, at all 
events, is how it appeals to our own manufacturers and 
possibly to those of the United States. 

There can be no restoration of international confidence 


— and with it stability in foreign exchange 
Cumneiea — ^ government may at its fiat de- 
preciate its currency. A British investor 
having', before 1914, invested in obligations payable in 
French currency obtains to-day interest in depreciated 
paper money. He has a less income; and in the event of 
his selUng he suffers a heavy loss of capital. It is as- 
serted, indeed, that the more a country increases its 
foreign loans, the more is it tempted to inflate its currency. 
A British investor lends 10,000 francs in France when 


francs are at 25 to the sovereign; it is an advantage to 
the Frenchman if payment is made when francs are 50 to 
the sovereign. He pays to the Englishman only half the 
amount of goods he received. We are reminded of Mill’s 
indignant comment. Speaking of the Government mo- 
nopoly of coining he declares: “Governments found it 
their interest to take the operation into their own hands, 
and to interdict all coining by private persons ; indeed, 
their guarantee was often the only one which would have 
been relied on, a reliance, however, which very often it 


ill-deserved; profligate governments having until a very 
modem period seldom scrupled, for the sake of robbing 
their creditors, to confer on all other debtors a licence to 


rob theirs, by the shallow and impudent artifice of lower- 
ing the standard ; that least covert of all modes of knavery. 
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which consists in calling a shilling a pound, that a debt 
•of a hundred pounds may be oancelled by the payment of 
a hundred shillings. It would have been as simple a plan, 
and would hare answered the purpose- as well, to have 
enacted that ‘ a hundred ’ should always be interpreted 
to mean five, which would have effected the same reduc- 
tion in all pecuniary contracts, and would not have been 
at all more shameless. Such strokes of policy have not 
wholly ceased to be recommended, but they have ceased to 
be practised ; except occasionally through the medium of 
paper money, in which case the character of the trans- 
action, from the greater obscurity of the subject, is a little 
less barefaced." 

During the War, and for some time after it, government 
printing presses were hard at work to provide the “ money ” 
which taxes or loans failed to provide ; and the flood of 
government paper drove up nominal prices and nominal 
wages to grotesque levels in some countries. Bussian wages, 
reckoned in thousands where they used to be reckoned in 
tens, have been of no benefit to the worker, because prices 
have come to be reckoned in their thousands too. By 
issuing paper, G-ovemment in fact levied a forced loan on 
the community. It bought the goods it wanted with paper ; 
these goods were dissipated in war so that everybody •was 
so much the worse off ; and the extra paper in circulation 
drove up the prices of the remaining goods. One of the 
little pamphlets published by the Ministry of Keconstruction 
is genially frank about the matter: “ Ton can pay for a 
war either by increased productive activify or by rigid 
economy in consumption. Tou can throw a burden of 
interest on posterity ; but you- cannot make posterity 
provide the shot and shell, the corn and cotton that you 
want. If you cannot increase your production or diminish 
your civilian consumption sufficiently to meet your war 
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needs, -posterity cannot see you through. Now, of course, 
in this country production has been increased enormously. 
And economy in consumption has been .practised to some, 
extent. .But no one believes that the whole military 
requi^ments of the country have been met by the added 
exertion of the munition workers plus the voluntary self-, 
denial of the general public, denying itself that it may' buy 
war loan. A great deal of the self-denial of the public 
has been involuntary, not deliberate, due to high prices, 
not to patriotic enthusiasm for the buying of war 
loan. .In fact, there has been something rather like a 
forced loan because there' was not enough real saving. 
The Government, it is true, has not flooded us with paper. 
The currency notes at first merely replaced the sovereigns. 
There are now far more of them in circulation than ever 
there were sovereigns, but the excess is not really out- 
rageous. ,'What the Government did was to connive at the 
creation of additional bank credits, which have much the 
same effect as note issues. People found that their banks 
would help to take up war loan when they had not really 
enough money saved for the purpose. They bought war 
loan and the Government seeui-ed purchasing power, just 
as if it had made more notes. With its purchasuig power 
it came into the market to buy goods and labour, and it 
was prepared to pay for them. IJp went prices and wages, 
and when the private person -wanted labour or the goods, 
they were not to be had at the old rates. He paid the new 
rates against his will. . If people had been prepared to 
deny themselves enough, or if the Government had pushed 
taxes high enough in the early days of the War, it might 
not have been necessary. But this is how things have 
worked out.” 

There would appear to be some prospect in Great Britain 
of returning to the gold basis ; for the depreciation of the 
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cun-enoy is not excessively great. Deflation even here; is 
possible, however, only by a deliberate policy and bj a 
willingness to sacrifice. There must be reduced expenditure, 
adequate banlc rates, lessened imports that mean ^ call 
for gold, and above all increased production. More drastic 
measures are needed in other European countries. There, 
may, for instance, be necessary a writing down of the face 
value of a note, a decreeing that a five franc note shall be a 
two franc note. This would mean a virtual declaration of 
insolvency on the part of the state (the community), a 
request to its creditors (the holders of the notes) to accept 
a composition. And it would entail a corresponding 
writing down of bank deposits, of all legal instruments of 
payment, of all internal contracts of whatever natmu. 

How soon mobility among commercial peoples will be 
established is impossible to say. The close of 
Co^e^'al Napoleonic War is the one great parallel 
Xiansactions. afforded by history to the conditions at the 
close of the War of 1914-18 ; and certain 
important differences prevent our direct arguing from one 
to the otlier. In 1815 the world was still agricultural; 
Britain alone had introduced the industrial system, and 
depending as she did 'more on the fluctuating basis of 
trade than on the stable basis of farming, had suffered 
more than the other belligerents. Other countries were 
largely self-sufficing; and in periods of depression they 
had emigration to undeveloped regions. North America in 
particular, as a resource. Now all countries and continents 
are inter-dependent to an astonishing extent; and each is 
interested in the well-being of every other. Credit in 1815 
was hardly developed abroad; and lending to foreigners 
was a function of Britain alone. There is this factor in 
favour of our time, however, that the enormous power 
acquired by man over natural forces has vastly increased 
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the possibililj of a rapid recovery in every direc- 
tion. 

We need only contrast the simplicily of the single gold 
hasU frith the complexity of relaiive purchasing power in 
order to assure ourselves of the overwhelming superiority, 
to the business man and to the whole community, of the 
former. 
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REGULATIOIT OP NOTE ISSUE: 

A COMPAEISON. 

Oar system of ensuring that Bank of England notes 
shall always he conrertible into gold is that 
p. of rigid limitation with, however, a reserved 

laatiB. power to exceed the limitation. The reserved 

power is available only in times of extreme 
monetary stress ; the Government must acquiesce in the 
necessity, and steps must be taken to make the excess a 
merely temporary one. We have a fixed issue, the amount 
of which is always below the amount of notes in the hands 
of the public ; beyond this fixed issue each note is a gold 
cerlifieate. We cannot, you note, distinguish between the 
“ covered note ” — the gold certificate — and the “ uncovered 
note” — ^whioh forms part of the fiduciary issue. In other 
words when we obtain a Mb note we cannot assign it to 
the .£18,450,000 that may be issued uncov ered, or to the 
notes backed by gold. When, theref ore, the emergency 
comes, the uncovered notes can be increased without 
friction. 

Before 1844, the Bank authorities had absolute discretion 
in the issue of notes; no limit was fixed, no reserve of gold 
was stipulated, As a result of the Act, there is a gold 
267 
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reserve of ascertainable amount, This reserve figures in the 
Weekly Account as Coin and Notes in the Banking De- 
partment, the notes being exchangeable at any moment for 
gold Jrom the Issue Department. 

On ordinary occasions, that is, the Banking Beserve 
consists of the amount of note issue authorised by the 
Bank Act, less the amount already issued. It -is the un- 
exercised right of issue. On extraordinary occasions this 
reserve may be supplemented by a further issue of uncovered 
notes or by the gold held as a cover. The additional 
uncovered notes would satisfy a domestic demand; the gold 
would be touched only for a foreign di-ain. In 1847, 18S7i 
and 1866, the Bank was empowered to call upon this 
ultimate resource j and in 1857 there was actually such a 
call for’ further notes. We are asked to think that the 
very elaborate ceremony, the solemnity of asking for. per- 
mission to break the 1 aw, imposes on the Bank Grovemors a 
keen desire to keep within the limits assigned. 

Our note issue may he looked upon as rigid, that of 


France and of G-ermany is in practice elastic. 

We may say that our note issue- is managed on the 
, Currency Principle. The note issue of France 
and Germany may be regarded as managed 
on the Banking Principle. The Bank of 
France is, indeed, subject to a maximum issue ; but this' 
maximum is purely nominal, and when actual issues have 
even distantly approached it, the maximum has been raised. 
The actual government control in France makes the process 
a very easy one. Again, when in 1873 the German 
Beichsbauk was formed, the English system was ostensibly 


adopted; tliere was a fixed fiduciary issue, and an un- 
limited issue against gold. Avoiding, however, our round- 
about way of obtainii^ legislative sanction for further 
issue uncovered by gold, the German system allows an 
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.idditional issue ou payment of a tax of 5 per cent. The 
permission ivas, particularly during the years immediately 
preceding 1914, in fact often used; so that both Prance 
and Germany issued notes at the discretion of the bank 
directors. In the United States, too, extra notes mSy be 
issued, a tax being paid on the excess. 

There is in the United States, however, not a fixed issue. 


The Fixed 
Proportion 
Bystezn. 


but a fixed proportion to the gold and silver 
held. The Federal Eeserve Act requires the 
Federal Reserve Banks to hold 40 per cent, 
of lawful money against their note issues. 


If the reserve should fall below 40 per cent, the tax 


is charged ; and the design is to make the issue automatic 


rather than at the discretion of the bankei-s. One 


per cent, is charged if the proportion remains above 
82^ per cent, j after that point 1^ per cent, is levied in 
each 2} per cent, of the deficiency. 

The Feieral Eesene Act of 1918 was designed to change 
the decentralised system of independent banks into a 


centralised system. It adapted our one reserve system. to 
the conditions of the United States. There is not a single 
central bank, but all the banks are subject to a central 
control; and each Federal Eeserve bank is alone -in its 
district. It is, therefore, possible to provide credit when 
the community requires it; it is easier to prevent an 
expansion of credit that might lead to a financial crisis. 
By conceited action a machinery similar to our Bank 
Discount Rate could control credit. 


The Act divided the area of the United States into 


twelve districts ; in each district an important town being 
• selected as the Federal Reserve City. That for No. 12 
District, for instance, is San Francisco; and there are 
branches at Spokane, Portland, Seattle, and Salt Lake City, 
There is a Federal Eeserve Board of seven 'members. 
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Of these the Secretary of the Treasuiy is Chairman, and 
he has as a colleague the Comptroller of Currency. In this 
matter, therefore, there is an imitation of the French 
system of giving the G-ovemment a controlling influence. 
Five'others are appointed by the President (with the con- 
sent of the Senate) to serve ten years. These five give 
their whole time to the work of the Board, and receive a 
salary of gl2,000 each. 

Just as, with us, the great Joint Stock Banks deposit 
part of their reserves with the Bank of England, so in the 
United States each National Bank is required to keep a 
reserve of fixed proportion to its liabilities with the Federal 
Eeserve Bank. The banks in Central Eeserve Cities 
(New York, Chicago and St Louis) must make this reserve 
13 per cent, of demand deposits (which are defined as those 
payable within thirty days), and 8 per cent, of other 
deposits (subject to not less than 80 days’ notice). For 
banks in Eeserve Cities the percentages are 10 and 3 ; for 
other banks, 7 and 8. The method of maintaining the 
required proportion is that of rediscounting bills with the 
Federal Eeserve Bank. We seem to manage very weU 
without decreeing these mechanical limitations. We may, 
indeed, with some justification, say that our banking 
traditions come doivn to us from the merchants of the 
City of London, who have mostly by force of arms or by 
the withdrawal of pecuniary help, been able to protect 
themselves against interference. Hence perhaps some of 
the merits of our banking system. Legislation asks for 
uniformity; it is the essence of a great banking system to 
be able to adapt itself to unforeseen conditions — ^not rigidity 
but flexibility is needed. 

The new banks are not intended as profit making 
concerns,. and their dividends are limited so that a big 
reserve .may be built up. 
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Sue per cent. ciunulatiTe dividends shall he paid from 
earnings after expenses are met. Net earnings remaining 
shall be ^aid into surplus up to 100 per cent, of subscribed 
capital stock, and therefore 10 per cent, shall be paid into 
surplus, the remainder being paid to the U.S. as a fra'ichise 
tax to he applied to gold reserve or to retiring outstanding 
U.S. bonds. 

The Sank must maintain reserves in gold or lavrful 
money of at least 85 per cent, of its deposits, in addition 
to resei'ves against notes. 

A most interesting application of the same principle, a 
central and controlling hank not run— like 
commercial hanks— mainly for profit is 
the Soiith African Reserve Bank. This was 
founded by the (South African) Currency and Banking 
Act of 1920. We may summarise much of the theory of 
banking by considering this Act. There was, before the 
Act, no real banking organisation ; banks had grown up 
haphazard ; reserves were scattered, each bank in times of 
stress fighting for its own hand. No bank could hope for 
anything except from its own reserve. For we have learnt 
that overdrafts and loans to the Stock Exchange cannot, in 
times of acute stringency, be a reserve. To call in loans 
when traders are anxious simply precipitates a crisis. 
Even solvent traders are forced to sell ; and every sale 
further depresses prices in an already falling market. 
Commercial bills without a discount market, without a 
central bank willing and able to advance on good paper, 
are locked up till maturify. A central bank was most 
derirable not only to finance trade in time of need, but to 
control the discount rate. The American crisis of 1907, 
one of the worst recorded, taught the United States this, 
and made the Federal Beserve Act inevitable. A central 
bank was no less desirable for the regulating of the note 
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issue. The Act gives a monopoly of issue to the newly 
constituted banh. Before, the commercial banks had 
possessed the right under varying conditions— in the Cape 
Province all notes had to be covered by G-ovemment 
secuilties, at their par value, the notes being legal tender 
and redeemable in gold ; in the Transvaal and Orange Free 
State one-third of the amount of notes had to be held in 
coin, and the total issue was limited to the paid-up capital 
of the bank. 

Clearly, a number of note-issuing banks, without a 
responsible body to control issues, makes a uniform policy 
impossible. And control, guided by sound and detached 
judgment, is essential for the r^ulating of the mechanism 
of credit. The detached judgment can be exercised only 
by a public institution not concerned with every day busi- 
ness and not mainly run for profit. A commercial banker, 
whose main aim is to make profits and increase business, 
could hardly be expected to exercise such judgment. 

The bank is not, any more than the Bank of England, 
a Government -bank. It -is a private institution with a 
capital of a million, half subscribed by the banks within 
the Union, half by the public. The Governor and Deputy- 
Governor, however, are appomted by the Governor- 
General, and thrre of the other nine members on the Board 
are Government nominees. In this, you note, it is some- 
thing like the Bangue de France, the two State Governors 
of which are, if necessity arises, able to dictate the policy 
to be adopted. 

The business of a central bank is not primarily for 
profit. Profit should be subordinated to the duty of 
upholding the creto of the country, and of preparing for 
helpful intervention in a crisis. Just as in the American 
system, therefore^ any profit made goes, after a moderate 
dividend has been paid, to build up a reserve fund. ■ 
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banks of Paris having branches scattered over Prance and 
abroad; The chief are the Credit Lyonnais {Lyonshi 
Er'edit is a well-known name throughout Eastern Europe) ; 
the ^oeieie Qenerale ponr Favoriser le JDevelopjpement dw 
Commerce el de VIndustrie en France (a name shortened in 
practice, as one might expect, to Societc Generate), the 
Comptoir d'Escomjde ; and the Credit Industriel. These, 
we are told, work in close harmony, and have become a 
huge “ money trust.” Further, there are for the conveni- 
ence of the small saver, who is so much of a power in 
France, local savings banks (caisses d’epargne ordinaires). 
But these are not free to make their own investments. 
The savings are handed over to a State institution. La 
Caisse des Dciiots et Consignations ; and this makes the in- 
vestments, mainly in rentes, in government stock. The 
Credit Fonder -nas, ns its name implies, designed to lend 
upon land mortgages. It does, in fact, do a great mortgage 
business but in the cities; French land is not heavily 
mortgaged, and what mortgages there exist are taken by 
private investors. 
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what part) that every five and thirty years the same kind 
and suit of years and weathers come again; as great frosts, 
great wet, great drought, warm winters, summers with 
little Jieat, and the like ; and they call it the prime. It 
is a thing I do the rather mention, because, computing 
backwards, I have found some concurrence.” Later 
investigators have sought to establish a ten years’ recur- 
rence of similar conditions. In a decade the wheel would 
have come fuU circle. We should have passed through a 
period of expansion when prices and profits were high, 
when work was plentiful and wages good, when interest 
was liigh and bank reserves low. The boom, when everyone 
seemed to be making his fortune, would have been succeeded 
by a slump, a period of depression, when prices were falling, 
profits were low, unemployment was rife, wages and interest 
low, and bank leserves—signifying the destruction of part 
of the country’s credit — ^rising. “There is,” says Mill, 
“a commercial crisis when a great number of merchants 
and traders at once either have or apprehend they shall 
have a difficulty in meeting their engagements.” In other 
words credit, on which they have come to depend, has 
broken down ; there follows pressure on the banks, and a 
financial panic occurs. The question whether such are 
inevitable companions of our modern productive system is 
a question of much practical importance. 

Definite periods of time are, we might anticipate, hardly 
applicable. In these days of mass production, 
Defiiute conditions change with astonishing rapidity; 
applicable. ^ great shortage of one commodity, when 
its producers are making exorbitant profits, 
is succeeded by a great glut, when the goods produced 
cannot be sold at prices that will enable the producer to 
continue. And this may occur in much less than ten 
years. High prices obtainable for motor oars, for instance. 
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point out to the makers that the market is far from being 
satisfied. It is clear that, at present prices, profits will 
continue high; and the optimistic tiuder sees no reason 
why they should fall. In 1919 and 1920 it seeded as 
though the occupation that all traders coreted was that 
of a motor car dealer. Here was the money making 
business ; and firms the world over worked vigorously to 
supply the unsatisfied demand. Plants were increased; 
more workers were engaged ; firm strove against firm to 
capture the profits to be made. So many cars were put 
upon the market that remunerative prices could not be 
obtained. The boom had become a slump in 1922. For 
we must note this about our modern units of production, — 
about the “firms,” that is, which supply the market. 
Each firm works with little reference to others. Within 
the firm there is an effective and beneficial organisation ; 
workers are appointed to do what they are best fitted to 
do ; the output of one set of workers is adjusted to that 
of another set— the number of watch cases will be in 
proportion to the number of watch glasses ; in a well- 
organised boot factory the “uppers” wiE not be more 
numerous than the soles to which they will be attached. 
Outside the firm, we are not, indeed, justified in saying 
there is chaos and confusion; there is at aE events a great 
deal of working in the dark. Firm A does not know how 
effective an answer Firm B is going to make to the 
increased market demand; Firm A in fact hardly considers 
what effort Firm B is making. The one big fact in its 
consideration is the exceptional market. There is the 
eagerly awaited chance of great profits, and it borrows 
largely in order to increase its output. And borrowing is 
easy. For merchants have given lavish orders at 
remunerative prices ; and the banker wElingly transforms 
the debt due from the merchant into present purchasing 



278 


CEBDIT CYCI.EB. 


power. Ever more and more is put on tHe market. 
When a thousand and one firms are doing this, no wonder 
a difSoultj in disposing occurs. Prices break, credits are 
contracted, and in some instances manufacturers and 
traders — disappointed in their anticipations — are rmable 
to meet their obligations. Their debts have overtaken 
and exceeded their assets. And so closely knit is the 
business world nowadays that difBculty and depression in 
any one considerable branch has its effect upon the whole. 
Business men nowadays can pay their way only when they 
can collect the debts due to themselves. The banking 
system binds all together, and if a man cannot collect 
what is due to him he cannot pay what is due from him 
to others. 

If the break of prices is sharp we have the painful 
phenomenon of what, looked at from various 
points of view, is called a commercial crisis 
Weather. or ^ financial panic, or a trade depression. 

The burden of all debts grows: we liave 
bankruptcies and imemployment and distress. The causes 
of such and the possible remedies are sufficiently important 
topics to call for close attention. Are we to attribute the 
fits and starts, the boom and the slump and the quiescence, 
to the weather? Do we agree with Professor Jevons 
when he connects TJie Sun’s Heat and Trade Activity? 
Certainly a year that gives bumper crops, when the land 
smiles and winter seems far away, is a year that creates 
optimism among men, among business men as among 
farmers. In Pippa’s song, you remember, “The year’s 
at the spring. And day’s at the morn. Morning’s at seven, 
The hill-side’s dew pearled. The lark’s on the wing. The 
snail’s on the thorn”; .and the conclusion reached is 
“ God’s in his heaven. All’s right with the world.” Now 
is the eagerly anticipated time of big profits. 
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goods; the slackening of employment lessens the demand 
for consumptive goods also. Those who have bought 
stocks on credit, having greater interest charges to meet, 
perhaps even finding it difficult to recover their loans, 
press their goods on a falling market. There might 
ensue a depiession as little reasonable as the previous 
boom — a dull and dreary November after a glorious 
August. We can hardly say, however, that the weather 
and the harvests are the invariable cause of credit 
cycles. We cannot even say that, from the profit point 
of view, an exuberant haiwest is better than a niggardly 
return from the fields — a farmer may get more for a 
scanty crop than for an abundant one. Examine an 
instance or two of these difficult periods we call financial 
crises. 

Think of the first financial crisis that happened after the 
Bank Charter Act of 1844, the crisis tliat made evident 
wherein the virtue of the Act lay. 

There had in the period preceding 1847 been an 
exceptional locking up of capital in railway 
construction; there was much less readily 
available purchasing power. The wealth of 
which people were possessed had lost much of its liquidity. 
In this state of things a comparatively slight shock to the 
Money Market might cause such a loss of confidence that 
a crisis is caused. The slight shock came. . Eor, in their 
manner, the merchant being ever prone to optimism, 
Liverpool Corn Importers based their orders abroad upon 
the prices and profits realised during the potato famine 
year of 1846. But 1847 was a year of bountiful harvest. 
The too optimistic merchants failed to sell the corn at the 
anticipated prices ; their bankruptcy made the position of 
the banks difficult, and several in Liverpool and Man- 
chester suspended payment,' Commercial paper became 


The Crisis 
of 1847. 
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of our reserves, wliieh were certainly thus reduced to an 
amount which we could not witness without regret. But 
we could not flinch from the duty which we conceived was 
imposed upon us of supporting the banking community ; 
and i am not aware that any legitimate application made 
for assistance to this house was refused. Every gentleman 
who came here with adequate security was liberally dealt 
with ; and if accommodation could not be afforded to the 
full extent which was demanded, no one who offered 
proper security failed to obtain relief from this house.” 
In other words, the Bank enabled all who were solvent to 
obtain present means of payment without being forced to 
realise their property in a falling market. The fall of 
prices due to the contraction of credit was not, therefore, 
the steeper by reason of obligatory sales at ruinous prices. 

The Act of 1844, you remember, had been designed to 
make Bank Notes — ^beyond a fixed and 
Merit of jimjt — merely certificates indicating that 

Charter Act. g<>ld to the specified amount was m the 
Issue Department. In 1847, three years 
after the passing of the Act, the urgent needs for legal 
tender money obliged the dovemors of the Bank to ask, 
and the Grovernment to grant, permission to exceed the 
limit fixed. The permission was not used; during the 
several “ suspensions of the Bank Act,” the legal limit 
has, in fact, been exceeded only in 1857. But it meant 
that the store of gold accumulated in the Issue Depart- 
ment could,- if need be, supplement the currency. The 
Act did not, as was hoped in some quarters, obviate 
monetary diflSculties; it did make certain that adequate 
means of countering the difiSculties shall not be wanting. 
The Act ensures that gold will be available whenever 
extreme necessity calls for the gold. Certainly it is a 
paradex that the merit of the Act becomes evident only by 
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breaking or suspending tbe Act. Feel himself ackno\r- 
ledged that this was so. A stock of gold was accumulated 
and preserved. It is available for use only on an estra- 
ordinaty occasion ; and the Bank Glovernors must salasfy 
the Government of the day, and in the event Parliament 
itself, that the occasion is extraordinary. The ostensible 
reason for the Act is not, therefore, the real reason ; the 
gold reserve is not so much to ensure convertibility of 
notes as to enable the State, through its agent the Bank, 
to exercise its sovereign right of creating legal money. It 
enables the Bank to do what experience has shown to be 
the one way of calming a panic, and of causing the busi- 
ness life of a community to resume an unruffled course. 
It prevents any really solvent debtor— who has, however, 
not immediately available resources — from becoming bank- 
nipt. At a time when men fear that they will, through no 
fauit of tiierr own, but sfrapiy titrougit the raahffffy of 
others to pay debts, be unable to meet their engagements, 
then whatever bank keeps the banking i-eserve of tlie 
country is called upon to lend that reserve freely. Who- 
ever has acceptable evidence that be is solvent should be 
helped to avoid bankruptcy : the bank’s advances must be 
a tempoi-aiy substitute till the frozen stream of credits 
and debits becomes thawed and there is no longer need of 
the added l^al money. A holder of heavy stocks should 
not, for instance, be. obliged to sell in a falling market 
and thereby still further depress prices ; and an advance 
refused is pretly sure to mean such a sale. Certainly the 
advances should be made on what, in ordinary times, 
would be regarded as onerous terms : the bank rate should 
be sufficiently high to be a deterrent to any except those 
who really need the advance. So long as the Gtovenunent, 
and its creature the Bank, retain the confidence of the 
business community, a domestic demand for legal tender 
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can be met in a comparatively easy manner. The difficulty 
comes when a foreign demand— to be met by gold alone— 
accompanies the domestic demand. 

Aq early crisis, that of 1825, illustrates this point. 

Obligations Lad been incurred abroad to 
what was then a most exceptional extent; 
we had not then come to look upon the 
system whereby a man may link his fortune with enter- 
prises in distant lands as a perfectly natural system. 
South America had severed itself from political dependence 
upon Europe. It seemed that the new republics were an 
insatiable and most profitable market for goods, and a 
secure and highly satisfactory field for investments. The 
mines of Mexico and of Peru would provide an ever- 
increasing stream of dividends; the loans to the newly- 
created republics would — backed as they were by the 
tax-paying capacity of the newly enfranchised people- 
enable our capitalists to stake a claim in the lands that 
would now flourish. Even if these calculations had been 
justified ultimately they brought present disaster. The 
obligations incurred, entitling those abroad to call for 
gold, caused a rapid depletion of the Bank’s stock of gold- 
The circulation of the notes of private banks disguised the 
fact that the gold basis was being carried away. The 
Bank of a sudden decided that credit must be contracted. 
Many firms could not get the advances upon which they 
had counted, and became bankrupt. ' The usury laws — 
prohibiting more than five per cent, interest — were a clog ; 
and the Bank was forced to allay the panic by providing 
additional money. Notes below ^65 had long been with- 
drawn; but, during the clamour for acceptable money. 


someone remembered a chest of one-pound notes. These 
were circulated and had some effect in preventing further 
failures. The foreign drain needed other measures. G-old 
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ms borrowed from France, and bank rate was raised in 
order to attract gold from abroad and to discourage 
discounts at home. 

When the war broke out in 1914 the Bank followed the 
recognised method of dealing with a urain 
Crisis*^* upon its reserre, from abroad as well as 
from at home. It became loaded up with 
advances made to those acceptors who could not, \>j reason 
of the inability of their debtors to pay, meet the bills. 
The Bank rate was at once raised to 10 per cent. ; and not 
only was the Bank authorised, with the Treasury’s assent, 
to exceed the statutory limit for notes, but Treasury Notes, 
additional legal tender, was issued through it to the banks 
and tlie public. We may put the matter in this way : 
Money is needed in our complex state of society for the 
multiplied and multifarious exchanges by which we live. 
The money is usually some form of credit paper. Wlien a 
great mass of credit is annihilated, a substitute is sought. 
The only acceptable substitute is what the State by its fiat 
decrees is legal money. Certainly we may assume that in 
time of monetary s^ingency fewer ti'ansactions will be 
performed ; but the decrease in business will be far more 
than merely set oS by the decrease in means of exchange 
(in the tokens of credit). 

We can hardly doubt that our banking system with its 
far flui^ tentacles — no longer confined in its 
Steadying operations to a single country — allows of 
the Banks. better organisation in mdustry and commerce. 

This better organisation should diminish dis- 
tressing fluctuations. An industry, the raising of wheat, 
or growing of timber, or mining of gold, will have its units 
of production where geography dictates. Tet by the com- 
bining effect of the banks the business side may be so 
concentrated that knowledge of the essential conditions of 
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the industry are accessible to all who control. There need, 
then, be no absurd miscalculations leading to a great dis- 
proportion between the amount of the particular commodity 
placed to man’s service and tbe amount that can command 
prices giving an adequate reward. For instance, the many 
rubber plantations of the Malay States and those scattered 
elsewhere throughout the tropical belt are, of necessity, 
where climatic and other conditions are favourable to the 
rubber-yielding trees, where, too, the required supply of 
labour is available. It is, however, to London that these 
establishments look for capital and control, and particularly 
for the disposal of the product. The business organisation 
is centred in London. There the financial annngements 
are made — long loans from the investing public, short loans 
from the banka, prices fixed and profits declared ; and there 
are settled the broad principles upon which the industry 
shall be managed. Every powerful concern in Britain, 
even it engaged in highly specialised local industries, main- 
tains its Loudon office. The Ebbw Vale Coal and Iron 


Company, for example, finds that the trade exhibitions, the 
facilities for interviews ■nith foreign buyers, for borrowing, 
for access to tender specifications and the like, amply 
justify such an establishment. And the same thing applies 
in not much less degree to other than British concerns. 
The combining of many units of production may be 
fraught with danger to tlie public that buys the product; 
there is, at all events, the compensation that such combina- 
tion enables supply to adapt itself to effective demand. 

That tlie banks enable a debt in one country to be set 
off in another helps to the concentration : in 


Faying a 
London Debt 
in Bombay. 


a financial centre like London, an exporter of 
one commodity is paid through the agency 


of the banks by an importer of a quite 


different commodity. A consignment of cottons from 
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Manchester is balanced against a consignment of jute from 
Calcutta. The London Joint Citj and Midland Bank has, 
for instance, as its agent in Bombay the Central Bank of 
India. If a London buyer wishes to pay in Bombay be 
transfers a credit from his London bank to the Bombay 
bank. He can then use his credit in Bombay as a means 
of cancelling his debt. If a London seller wishes to be 
paid he instructs his Indian debtor to pay to his credit 
in Bombay. Cei'tainly a pound sterling in London is not 
quite .the same as fifteen rupees in Bombay; but the 
difference is slight, never 1 percent, when the gold currency 
is operative, so that the facilities a&i'ded by the bank are 
cheap enough. Examine a paragraph from a recent reporf 
of the Department of Overseas Trade, and the process will 
become more concrete. The Commissioner is dealmg with 
a danger incident to the granting of credit; during the 
economic depression of 1920-21, many Indian importers, 
finding that the market had gone against them, and not yet 
schooled as British merchant® are to regard their engage- 
ments as sacred, had not accepted drafts upon them or 
having accepted them had failed to pay them when due. 
*' London, Manchester, and other home export houses have 
in the past been prepared to ship to approved Indian in- 
dentors, usually on the D/P (documents against payment) 
terms, the branches of the exchange banks in India main- 
taining the drawer’s lien on the goods until the drafts 
were met. In certain cases the goods were shipped, 
documents against acceptance. The banks hare greatly 
facilitated the trade in up-country centres, such as Delhi 
and Amritsar, by clearing the goods through to destination 
and by storing them until the drafts were honoured.” The 
Indian banks, that is, form a safeguard to the English 
seller, though it must be admitted it will give no great 
satisfaction to him that he is able, on failure to pay of his 
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debtor, to retake possession of tbe goods and bring them 
back from Delhi. 

The Commissioner continues, “It is. a most noteworthy 
fact that the difficulties in the recent crisis 
greatest in those centres such as 
Delhi and Bombay where the most liberal 
financial and trading facilities hare been granted by British 
e-rporters to Indian importers and bazaar dealers. Lia;blli- 
ties hare been repudiated and drafts dishonoured on a scale 
hitherto unknown. It is only natural that some firms, who 
have hitherto been willing to accept indents direct from 
bazaar importers and to draw on them in the usual manner, 
should be doubtful whether the trade is worth carrying on 
if the Indian importer has no hesitation in refusing to 
meet his bills when the market goes against him and he is 
faced with a heavy loss. The inevitable result is a strong 
reaction on tlio part of many British exporting houses 
agaiust direct dealings with the bazaar ; and this can only 
be overcome by a changed attitude in certain quarters of 
India towards the lusponsibilities attaching to a business 
conti-act." During the boom of 1919 and early 1920f 
credit facilities had probably been granted to Indian firms 
not sound enough to warrant them. "With greater dis- 
crimination in the granting of credit, however, the direct 
trade should be a reasonably safe and profitable one. 

The actual practice would be that a seller in London say, 
would draw a bill not upon his Bombay . 
AscepUng a customer but upon that customer’s bank. 

The item in a bank’s balance sheet, " Accept- 
ances and Endorsements of Foreign Bills," indicates the 
extent to which the bank has allowed its customers to call 
for the support of its credit. The advantage of the process 
is clear. The bank knows, or should know, the financial 
position of its customers; it can safely lend its credit. 
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The customer’s credit may be quite good, he may be less 
likel}' to fail iu meeting his obl^atious than a better known 
man is. Yet the business 'world is happier to see a bank’s 
name on a bill. The drawer can then turn it into im- 
mediate pux’chasiug power, discount it, on more favouiuble 
terms. What has happened is probably this : the buyer 
of the goods, in England or in India, has obtained a credit 
from his banker, a crodit that he cancels at a future date 
when probably he has resold the goods at a profit; the 
seller of the goods, by means of the credit, obtains another 
credit from his own banker, a credit he can use as immediate 
purchasing power. The transaction is resolved into one 
Wweon banks. The home bank has, as a result, either 
increased its credit with a bank abroad or diminished it, 
according as there has been an export or an import. If, 
instead of being accepted by a bank, the bill bears the 
name of an accepting house, the essence is the same. Tlie 
debtor, the buyer of goods, by the payment of a small 
commission, obtains what is in effect a guarantee of his 
solvency. ‘ The creditor, the seller of goods, obtains a bill 
he can sell at a higher rate— can discount upon more 
favourable terms. The merchants for whom the bills aiu 
accepted have undertaken to provide funds for meeting 
those bills at maturity. Thus the liabilities of the accept- 
mg houses are the maturing bills; the assets are the 
obligations of the merchants. 
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LEGAL TENDEIJ. 

Legal lender is such money as the law can compel a 
debtor to pay : in order that disputes may 
Bllwraa prescriljcs how a debt is to 

Legal Tender. Iw discharged. In other words, the privilege 
of being lawful money is dciwndont upon the 
fiat of the State: tlio State at its will can make and 
unmake legal tender. But its power to do this does not 
extend beyond its oivn Iwrders. Gold, we have seen, is the 
world standard of value j and we have framed our national 
system so as to accord with the international one. In our 
monetary system gold— or Treasuir Notes, which are 
temporary substitutes for gold; or Bank of England Notes, 
which are promises to pay gold — alone has unlimited power 
of freeing from debt. The gold is put upon the market as 
coin. Its quautity can, therefore, be easily and quickly 
ascertained. In other countries certain silver coins also 
are legal tender to any amount. But steps must be taken 
to keep these coins at a fixed ratio to gold; for they 
circulate above the market value of the silver they contain. 
Such are the five-franc pieces of the Latin Union: these 
are no longer coined so that their value, in rektion to the 
gold franc (the money of account), itself not coined but 
the equivalent of of a gold napoleon) is maintained : — 
(i) By the guarantee of the Governments concerned 
(ii) By the scarcity value of the coins. 
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than the metal contained in it waiTanted. A half-crown 
became a tichet, printed on silTer to insure its more ready 
acceptance, entitling its holder to one-eighth of a sovereign. 
The Act was a recognition of what had developed of itself J 
for silver being under-valued for coinage, none had been 
coined for almost a century. 

The use of an over-valued silver coinage has smce 1870 
been widely copied. The Governments concerned issue 
no more than is required for the purposes of trade; and the 
surplus value is an accession to the funds of the State. 



APPENDIX IV. 


NOTE, ON BILLS OP EXCHANGE AND OTHER 
NEGOTIABLE INSTETJMENTS. 

The ordinary form of a Bill of Exchange is 



Hemy Gvimes drains ihe hill (makes a request for 
payment) oa Thomas Jackson, who presumably has under 
taken to meet the bill. Thomas Jackson, on whom the 
bill is drawn accejils if, writes his name across it in 
acknowledgement of his debt. Authenticiited thus the 
293 
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liill is based upon the credit of both Henry Girimes (who in 
the last resort is liable) and Thomas Jackson (who should 
pay it upon the due date). The bill is domiciled, made- 
payalje at a definite bank, though you should notice that 
the mere signature of Thomas Jackson is a perfectly good 
acceptance. 

The payment is due to Heniy G-rimcs ; but he can assign 
— transfer his right. And by the bill he does so transfer 
it to Horace Mills who now has a right against Thomas 
Jackson. 

If Horace Mills himself wishes to cancel a debt by 
handing over the bill he does so by writing his name on 
the bade. He writes an 

Indobsbmekt in Blank. 



The bill is now transferable by mere delivery ; whoever 
has obtained it fairly is entitled to claim payment from 
Thomas Jackson. 

Horace Mills may, however, make it payable to a definite 
person. To do this he writes a 
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The ordinary rule is that no one but the parties to a 
contract can be bound by it or entitled under it. But the 
convenience of business has led to several exceptions to this 
rule. Merchants devised means of facilitating trade, and 
the law has recognised the practice of merchants. Clearly, 
if the person entitled to a benefit under a contract consents 
that a third party shall be responsible for the conferring 
of the benefit, this does not conflict with the general rule- 
There is then a new agreement. Otherwise a liability 
cannot be transfen'ed : a man is entitled to know to whom 
to look for a satisfaction of his rights.' A benefit under a 
contract may be more readily transferred. 

The needs of trade have brought to birth a class of 
promises in writing, the benefit of which may be assigned. 
No notice is called for to the person who murt perform, the 
promise ; no loss of his rights through previous irregularity 
affects the person to whom the benefit is assigned. Such 
contracts are negotiable instruments. The title to such a 
written promise, the right to the benefit conferred by it, 
passes by delivery. Though the holder of the document 
may be quite unknown to the promisor, yet that holder has 
a right of action. And the holder, always provided that 
he obtained the instrument in good faith, need not worry 
about possible defects in the litle of bini from whom he 
receives the document. BiUs of Exchange (including 
cheques, which are Bills drawn on a banker) and promissory 
notes are the assignable promises of most importance to the 
business world. 

The distinction between a negotiable instrument and one 
which, though possessing some similarities, is not negotiable 
can be readily grasped by considering two cases. In the 
London Joint Stock Bank v. Simmons, the Bank succeeded 
in an appeal to the House of Lords. A broker had pledged 
his client’s bonds with the bank ; the broker failed and the 
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Ixiiik sold tlio luMids. Siinmoiis sued tlio bauic ; but tho 
judgment of flic House of Lords uits tiint he could not 
recover. The Iwnda were negotiable nud : “ It is of tho 
vcri’ essence of a negotiable iustruincut that you may 
tre.if the jwrson in pos.'-eshion of it as liaving authority to 
de.il with if, 1« ho agent or otherwise, unless you know to 
the contrary ; and arc not com{)cllcd, in order to secure a 
good title to yourself, to inquire into tho iwlurc of bis title 
or the extent of his atithorify." In Crouch v. Cri'dit 
Fonder of FiujUml, however, the document in question was 
a debenture assignable under the Companies Act and 
expressed as payable to the l)c.ircr. A thief sold it to 
Crouch and he sued the Compiiny for non-pivymont. It was 
held though, that, despite the wording, the debenture was 
notn ncgoti.ablc inst rumcjitassignablo by delivery. Crouch 
could not recover because ho had no better title to the 
delienturo llmii his assignor who had stolen it. If it 
had been a negotiable histruinont, Croncli could have 
recovered : " Tlie jierson who, by a genuine endorsement, 
or, where it is payable to liearer, by a delivery, becomes 
holder, may sue in his own iiamo on tho contract, and if ho 
is a loud fide, holder for value, he has a good title, jiolwilh- 
standing any defect of title in the party (whether endorser 
or deliverer) from whom ho look it." 'The document was 
not (hen a negotiable instrument, since tho usage of 
merchants in regard to it had not become' a matter of 
common knowlwlgo. It would nowadays bo regarded ns 
a |)crfccl]y ncguliablo instrument. 

One result of t lie mailing transferable tlio rights embodied 
in a ]3ill of I'Jxchnngo is tliat the Bill has become n flexible 
paper currency. Tlio original purpose of a Bill of Exclmngo 
was to enable a morcliant living in one place to pay his 
creditor living in atiollicr place: "A Bill of B.vchango, in 
its origin, was an instrument by wliich a trade debt, duo in 
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one place, was transferred to anotlier. It merely avoided 
the necessity of transmitting cash from place to place. 
This theory the French law steadily keeps in view. In 
England bills have developed into a perfectly flexible 
paper currency. In France a bill represents a trade 
transaction; in England it is merely an instrument of 
credit.” 

The BiU of Lading, too, although not a real negotiable 
instrument, is equally able to assign rights under a contract. 
Such a document is in the first place a receipt ; its type is 
" Shipped on the good ship Sarah Jane whereof is master 
John Jones, the following specified goods.” In the second 
place the Bill of Lading is the written contract for the 
carriage of the goods : the shipper has agreed to pay so 
much as freight, the shipowner — whose agent the master 
of the ship is — ^lias agreed to take them to a specified port* 
But a third property in the Bill of Lading has been 
developed through the custom of merchants : it has become 
the symbol of the goods named in it ; and, whoever has the 
BUI, having obtained it in a regular way, is entitled to the 
goods. By the Bill of Lading Act of 185-5 the assignment 
of a bill of lading transfers to the assignee the property in 
the goods ; it transfers also “ all rights of suit and all 
liabilities in respect of the goods, as if the contract made in 
the Bill of Lading had been made with himself.” More 
than this we should note, however. An unpaid seller has 
a lien on goods until he is paid ; and, if the goods are on 
their way to the buyer, the seller can intake the goods 
when he learns of the buyer’s insolv,ency. This right of 
stoppage in transihi cannot be exercised against the person 
to whom a Bill of Lading has been -assigned. That is to 
say, he who obtains a Bill of Lading may have wider rights 
than the person from whom he takes it. Yet a Bill of 
Lading is not a negotiable instrument ; for one stolen or 
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transferred ■vritliout the authority of the real owner gives 
no rights to the bond fide holder liimself. 

We consider further the assignable contract that is 
embodied in a Bill of Bzchauge. The convenieijce of 
business, sanctioned ultimately by law, early made debts 
assignable : the promise to pay could be used as a means 
of payment. So Bills of Exchange became negotiable in- 
struments. The pei’son who took a bill in an honest manner, 
receiving it as readily as he would have received the current 
coin of the realm,* was entitled to the payment promised 
in the bill. How others might have obtained the bill 
mattered not at all; the holder depended solely upon his 
own conduct in the matter. But, the Bill of Exchange 
bring so potent and withal so delicate an instrument for 
the accomplishing of an impoitant work in commerce, we 
need to exercise much cai-e in its manipulation. Tor, 
though there has been fraud or deceit in the making of 
the bill, or in its transfer, or though there is no real trans- 
action to which the bill relates, the endorsee of a bill of 
exchange for value is entitled to the amount upon the bill 
as against all precedent parties. 

We ought to note that even before acceptance the bill 
of exchange may be perfect. Indeed, the original purpose 
of a bill was to provide money in distant places to discharge 
debts arising there ; and the bill, therefore, was generally 
drawn and ciroulated before it was accepted, A man 
comes to another in London and says, “ I have a debt to 
pay in Sydney ; you have a debt to collect there, haven’t 
you?” “Tes, so-and-so owes me j 81,000.” "Well, I 
have .£800 to pay there; would you draw upon your 
debtor for j 6800 in favour of my creditor, and sdl the 
instrument to me?” "I will.” The instrument is bought, 
is sent to Sydney, the acceptance is procured, and the 
money is paid on the matmity of the bill. The drawer’s 
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name is the essential part of the bill, since the drawer is in 
the last resort responsible for the amount to be paid. Ton 
may safely take a bill drawn by a good man even though 
it has^not been accepted. 

A document cannot be a bill without a drawer's name, 
though it may very well be without an acceptor’s. And, 
it may perhaps be well to note, a bill drawn by a person in his 
own favour is a perfectly valid bill. Originally the bill no 
doubt contemplated three persons, drawer, payee, and 
acceptor ; but our law recognises that at times the drawer 
may also be the payee. The convenience of this is obvious. 
A man who has sold goods may not at the moment have 
a corresponding debt to pay. Tet he would like present 
payment by discounting a bill of exchange ; and he therefore 
draws the bill payable to his own order. 

Such a phrase as “ two months after sight ” needs some 
explanation. The date is, as our law says it must be, readily 
ascertainable. A bill is “ seen ” when it is presented for 
acceptance ; and the two months run from the date of pre- 
sentation. If the bin is not accepted when presented pro- 
ceedings can at once be taken against the person from 
whom the bill was received. No action, of course, lies 
against the drawee who may be under no obligation to 
accept: the only person who can sue him is the person who 
can show that he agreed to accept. 

One or two interesting cases illustrate further points ' 
relating to a bill of exchange. In Gray v. Milner the 
document in dispute was drawn without the putting of a 
drawee’s name in the left-hand corner. Instead there was 
placed an address. Across the face of the bill had been 
written, “Accepted; Charles Milnei’." The objection taken 
to the bill was that Charles Milner could not accept, since 
his name did not appear on the bill as drawee. The Court, 
however, held that, '^ough before acceptance there was no. 
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drawee’s name on the bill, jet after acceptance the address 
became definite and certain. Milner, bj his signature, 
acknowledged that he was the person to whom the bill was 
addressed. A. bill addressed to a particular place is meant 
to be accepted by him who resides there ; and the person 
who puts Ms name to it is presumed to be the person 
meant. 

In Ounie t. Mtsa it was held that an existing debt 
forms of itself a sufficient consideration for a negotiable 
security payable on demand. That is to say, the creditor 
to whom it is given becomes a holder in due course. A 
cheque was drawn by Misa in favour of Lizardi or bearer; 
Lizardi gave it to the bankers, Glyn, Mills, Currie & Co., 
in payment of a debt owed by him to them. There was 
apparently an absence of consideration between Misa and 
Lizardi ; and it was strenuously argued also that there was 
absence of consideration between Lizardi and the bank, 
since an existing debt furnished no new consideration. 
Still, to the advantage of the commercial community, it 
was held that a negotiable instrument was given for value 
even if the debt were antecedent to the making of the 
instrument. . 

In Marston v, AUen, we learn exactly what is meant by 
" delivering a bill’’ We are told that ** a bill payable to 
hearer is negotiated by delivery," and that " a bill payable 
to order is negotiated by the endorsement of the holder 
completed by deUvery,” Delivery, of course, implies the 
intention of passing the property. If a bill is handed to a 
clerk for the purpose of making a copy, the property has 
not passed to the clerk though he has possession of it. If, 
however, the clerk passes the bill to a holder for value, 
that holder has both possession and property. 

A man who transfers a bill to another for value, even 
though he does not put his name upon it, is not qhite free 
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from responsibilitj. He warrants to Ms transferee that 
there is no defect in the instrument, that he has a right to 
transfer it, and that he is unaware of an3rthing that would 
render it valueless. Gurney v. Womersley illustrates this. 
Womersley, a bill-broker, discounted a bill with Overend, 
Gurney & Go. The biU turned out to be worthless ; the 
acceptance was forged, and the drawer and first endorser 
were fictitious persons. The Court held that Gurney’s 
could recover from Womersley, since they had had no 
consideration for their money. 

The Bill of Exchange thus allows for the legal extinction 
of debt without any transfer of legal tender money (whether 
that legal tender money is the standard metallic money, or 
bank notes, or tokens). 
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to make it more auoeptable. Its internal and external 
equivalence ivith the amount of gold for which it passes is, 
however, assured hy the possibility of changing at will for 
gold. Before 1920 the rate of exchange had been £^g. 
But the possibility that an enhancement of the value of 
silver might make the metal worth more than what it 
purported to be was not guarded against. And, as a result 
of the fall in sterling and the rise in silver, this actually 
happened. If the value of the metal exceeds the value of 
the coin to any considerable degree, the coins will find their 
way into the melting pot and be sold as silver. No pre- 
cautions or penalties will prevent this. Now, since a rupee 
contains 165 grains of fine silver, the melting point of the 
rupee is reached when silver touches 43d. an ounce (if we 
take the rupee as £jg). How far this was exceeded we 
may note from the report of the Controller of Currency. 

“On the 11th February, 1920, the price of silver in 
London had reached the record figure of 89|d., this having 
been due very largely to a strong demand from China. By 
the 1st April, however, the price had fallen to 72Jd., owing 
principally to sales on account of China. There were also 
other factors which contributed to the reaction, viz. the 
strengthening of the sterling exchange with New York, 
the announcement of the intention to reduce the fineness 
of the United Eingdom silver coinage, and large sales of 
'demonetised coin from the Continent. The fall in price 
continued until 44d. was reached on the 15th June. In the 
third week of June, however, the United States Mint began 
to accept tenders made under the Pittman Act; a revival 
in the price of silver immediately followed, smoe this action 
represented the withdrawal of one-quarter of the world’s 
production from competitiqn in the market. There was a 
good deal of speculative buying, and a demand set in from 
the TTidi!i,n bazaars. This, coupled with a weakening in the 
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(d) That the import and export of gold to and from 

India should he free from Grovernment control 
as soon as the change in the statutory ratio has 
been effected, and that the gold Mint at Bombay 
should be open for the coinage into sovereigns 
of gold tendered by public. 

(e) That the notification of Grovernment’ undertaking 

to give rupees for sovereigns should be with- 
drawn. 

(/) That the prohibition on the private import and 
export of silver should be removed in due course, 
and that the import duty on silver should be 
repealed unless the fiscal position demands its 
retention.” 

The recommendations were not carried out in their entirety ; 
for the rupee was exchanged in the ratio of ten to one not 
against gold but against sterling. 

The method of ensuring for India a stable gold exchange 
standard is dependent on the fact that India has annually 
a great amount to pay to London. India is a debtor 
country, and must constantly maintain an excess of 
exports over imports. Its Government must each year 
remit to London a sum exceeding 20 million sterling in 
payment of interest on loans contracted in England, of 
interest on the guaranteed capital of the railways, of the 
expenses of the British troops maintained in India, of 
pensions to retired civil or military officials. The payments 
are usually made by the selling in London of Indian 
Council Bills to whomsoever has money to pay in India : 
the proceeds from the sales provide in London the means 
of disbursement to those in regard to whom India has 
incurred obligations. 

The Indian Government keeps at the Bank of England 
a reserve of gold — a reserve not placed to its account, but 
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had, during a protracted time, more to pay than to receive 
so that Council Bills -were for long much below 1/4 then the 
London gold reserve would be exhausted. So, too, an 
excessi'jp demand for sums of payment in India would 
lower the Indian reserve unduly. We may, if we like, 
look upon the rupee as a bank note assured in this way of 
convertibility. 

We have, you note, an instance here of this fact that by 
limiting the amount coined the coinage can be kept per- 
manently above its value as commodity. It is only when 
there is free and gratuitous coinage that it is indifferent 
whether the metal is coined or not. 

The position in the Spring of 1922 was well put by the 
Yice-Chairman of the National Bank of 
India at the annual meeting : — 
of 1922 . ^ “ As to India, it is sufficient to point out 

that the statutoiy rupee remains at 2s., with 
Es. 10 the equivalent of the sterling. This was a part 
of the scheme of currency reform, the adoption of which 
was recommended by the Committee appointed to examine 
and report on the subject, and although the G-ovenunent 
gave effect to it, on paper, perhaps fortunately it has never 
come into operation and might well now be replaced by 
the Kid. rupee, with which we were familiar for so many 
years, and which, moreover, is the basis which the Gtovern- 
ment liave themselves adopted in framing their Budget 
for the current year. 

The statutory rate has, indeed, proved a real hindrance 
to trade. Indian merchants having frequently made use 
of it as an excuse for delay in taking delivery of goods 
which had arrived at their destination in fulfilment of con- 
tracts previously entered into, which, in their view, might 
well be ignored until a purchase of exchange at the Grovern- 
ment rate of 2s. could be effected. 
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India’s indebtedness to Europe, cliiefly to this country : — 
April 1,1920. — March 31,1921 (12 mouths), in value 
Es. 11 crores. 

ApriH, 1921. — Dec. 31, 1921 (9 months), in value 
Es. llj crores, 

and, deducting Es. crores exported, the excess in im- 
ports is Es. 15^ crores. 

In the same period the imports of gold were of the 
value of Es. 32 crores, and of the exports Es. 37| crores, 
the bulk going to America and Japan, an excess in exports 
of Es. 5| crores.” 
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capital. To the investor this is almost the same as the 
possibility of withdrawing his investment. It may well he 
a matter of indifference to a Government whether to fund 
its debts— to make them part of that debt upon which it 
undertakes merely to pay a fixed rate of interest, or to 
renew floating debts ns they matm'ed. A business man 
may rely upon iin overdraft, a short loan from his banker, 
or may decide to turn his business into a company and 
invite capital. In the main, however, we may say that 
loans from the banks are short term loans ; loans upon the 
Stock Exchange ai-e long tern loans. An order is given to 
a manufacturer. Tlie manufacturer borrows from the 
banker in order to buy raw material and to pay his 
workers during the period of production. This is a short 
term loan, repaid when the goods are rtansferred to the 
merchant. The latter, too, borrows on the security of his 
purchase ; and his temporary advance from the bank is 
again repaid when the goods pass to the retailer or to 
another merchant. If, however, a manufacturer seeks to 
develop his undertaking to build further or to instal 
machinery, he calls, by inviting prospectus, for loans that 
will earn interest but which cannot be withdrawn. 

Bankers’ advances — by discounting bills, by granting 


Long Term 
Loans. 


credits on collateral, by loan on call— com- 
prise roughly the fund from which short 
term loans are made; investments, in re- 


sponse to the invitations scatter'ed broadcast in pro- 
spectuses, form the long term loan fund — investments 
provide the capital, the yoke that will subdue natural 
powers and enable man to control them for his purposes. 
The bank mobilises capital for temporary use in dis- 
counting commercial paper. The joint-stock company 
mobilises capital for more extended use, to build factories 
or to instal plant. It is, indeed an extraordinary develop- 
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meat of these dajs that au iavestor now has so wide a 
choice of directions in what to renture his fortunes. He 
is not confined to new enterprises in his own country, to 
the building of a railway, or the initiation of a.^raotor 
char’-a-banc service tliat will diminish the takings of the 
railway. The whole world is before him ; he may help to 
finance a coffee plantation in Ceylon or a gold mine at 
Johannesburg, and he may rely upon the faith of peoples 
he will nevOT visit but who will tliank him for providing 
present means of making the best use of their natural 
mources. Certainly there is at the moment, since the 
Great War is still so close to us, some reluctance to invest 
capital abroad. It was even necessary for the Nord 
Bailway in the Spring of 1922, though the issue had the 
guarantee of the French Government behind it, to offer its 
6 per cent, bonds at 90 — a yield of 6| per cent. We may 
assume that a British railway would have raised money on 
much easier terms. The reluctance is in pari jusiified: 
there is always danger of contention when one country is 
heavily indebted to another. Perhaps the people of the 
Argentine gladly pay to British investors a part of the 
yearly earnings of its ranches and railways. But they do 
this because the tangible results of the loan are there; 
because the amount paid is not felt to be a bui'den ; and 
maybe because they tnrst to bonw still more. It would 
be different if it were a payment such as that con- 
templated from Germany to France and Italy ; from Italy 
to Britain ; from Britain to the United States. 

A point to be noticed, too, is that long term loans may 
be of various kinds. The risk of one is 
great, of another almost negligible; and the 
rate of retur-ns is pi-oportionate (or nearly 
so) to the risk. A loan to the British Government will 
yield its 5 per cent. ; an advance of capital for a new gold 



314 


LONG TERM LOANS. 


mining enterprise will yield its 50 per cent., or again it 
'will not. The risk of no yield at all is present in the 
second and not in the fii’st. The cautious investor will 
buy consols, the man who enjoys the exhilaration of risk- 
ing ■will be tempted by the prospectus promising high 
profits. In a single company itself we may have degrees 
in risk-bearing ; so that we have different lands of shares 
and different kinds of debts. There are ordinary shares, 
to which no particular privilege is attached, that may earn 
nothing one year but a great deal another; there are 
preference shares, upon which a dividend is paid before 
the ordinary shares participate; there are cumulative 
preference shares, the daims of which unsatisfied one year 
are caiTied forward to the next. There are debentures 
secured by mortgage, and others not so secured. Invest- 
ment is facilitated also, we should note, by our adoption of 
the principle of limited liability, so that a man ventures 
not his whole fortune but a part that he con presumably 
afford to risk. 

The value of a stock is dependent upon (1) its capacity 
to earn interest or dividends, (2) the length of time that 
such capacity may be calculated upon, (3) the possibility 
of its rising in price upon the Stock Exchange. The three 
properties will appeal to different investors, to the same 
investor at different times. A highly speculative stock, 
one that experiences rapid ups and downs of prices, 
attracts a man who is little moved by the prospect of 
small yet certain gains ; an undertaking that will possibly 
earn 30 per cent, for a few years delights a man who is less 
eager for permanent safety than for present profit. 
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BMKING AND THE GENOA CONPEEENCE. 

Trade can go on ateadilj onlj \rhen reasonable anticipa.- 
tions are falfilled. If there is a chance of 
7 Wm*^** an enormous gain, balanced by a chance of 
enormous loss, there certainly is some incen- 
tlTe to gambling. But the business man, though, not 
averse to an occasional hazardous venture, cannot look 
vritb equanimity on a conianuous course of desperate 
gambles. He would like to be assured that what he has 
bargained for shall be his ; and he is willing to relinquish 
the hope of getting far more than he expected so that he 
may be certain that he will not get far less than he expected. 
In other words, he is anxious that the monetary unit, the 
measure of his delnts and credits, shall not fluctuate 
wildly. That the names of the unit remain unchanged, 
that it is still called a pound sterling or a dollar or a franc 
or a mark, is not the matter of moment. What he is 
interested in is the purchasing power of that unit ; if he 
has sold a dozen yards of cloth for a pound he would like 
to Imow that, when he spends that pound, he will obtain 
for it what he regards as a fair compensation for his cloth . 
The business world, that is to say, is huiigrily seeking a 
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means of obtaining a reasonable stability in tlio purchasing 
pou’cr of the monetary unit. Tlie equivalence of that unit 
to a fi.ved weight of fixed commodity aiTords something of a 
guarantee against excessive variations; and the experts 
whose recommendations were whole-heartedly adopted at 
the European Conference at Genoa, during the April of 
1022, urged, therefore, that the currencies of the world 
should again be placed upon a gold basis. They relinquished 
possible aspirations after a stable monetary unit, based on 
abstract Index Numbers, and contented themselves with 
what alone is practicable, since it alone is comprehensible 
to the community at large. And, as you note, it is the 
geneml community, not the theorist who has spent some 
years of study in getting at the back of money and so 
thinking only of its powers of purchase, that is concerned 


in this matter of money. 

Consider these recommendations by which it is hoped to 


The Problem 
far Europe. 


keep the currencies in a stable relation to 
one another, and to make the value of a 
monetary unit again a calculable thing. The 


first resolution docs not e.xa«^rate in attributing the de- 


plorable state of Europe to the breakdown of its currency 
systems; this breakdoivn, even more effectually than a 
breakdoa-n of its transport system would have done, has 
prevented the co-operation among men by which in these 
complex times we live and prosper: "The essential re- 
quisite for the economic reconstruction of Europe is the 
achievement by each country of stability in the value of its 
currency.” Moreover, since no country to-day can flourish 
without the co-operation of its neighbours, near and far, 
“It is desirable that all European currencies should be 
based upon a common standard." " Gold is at iwesent the 
only common standard which all European countries could 
at present agree to adopt." These premises being admitted. 



BAHElira AND THE GENOA COKPEBBNCE. 317 

anfl only the high and dry economist who has lived so long 
with abstractions that he is out with touch of real life will 
dispute them, the pertinent question is “How shall the 
gold baas be restored?” The one reminiscence of^that 
basis, so far as most of the continental currencies are con- 
cerned, is the name of the monetary unit. The mark and 
krone and rouble have no relation to the Coinage Laws of 
the issuing countries, and their values depend simply on 
the decree of the Government. If the State issues an 
accession to the already appalling amount of paper, the 
value of a unit decreases j if in self-denying fashion the 
State destroys the notes that purport to l» worth so many 
marks or roubles, then the value of a unit increases. The 
fiat of the State now controls value ; get back to gold and we 
get to something more reliable. The restoration of gold is to 
be brought about by a convention, in which the United 
States, where at the moment the one free market for gold 
exists, will take part. The Federal Beseive Bank has already 
(April 26th) heartily approved of the convention; and we 
may take it that there will be e&ective co-ordination in 
policy between Europe and the United States. Only by 
such co-operation could any scheme for stabilising the 
monetary imit be a success. Except in the case of Great 
Britain the re-establishment of the gold standard is certain 
to take many years. But is is well to know what to aim 
at; and the convention will at all events enable countries 
genuinely anxious to put their currencies on a sound 
foundation to economise in the use of gold. 

The process outlined is as follows: “The Governments 
of the participating countries declare that 
restoration of a gold standard is their 
ultimate object, and they agree to can-y 
out, as rapidly as may be in their power, the following 
programme : — 
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(а) ‘ In order to gain efEective control of its own currency 
each Government must meet its annual expenditure with- 
out resorting to the creation of fiduciaiy money or bank 
credits for the puipose.’ (The truth is recognised, that 
is, tnat in order to reduce the astounding amount of 
fictitious money the Governments must so reform their 
Budgets that there is an excess of income over expenditure. 
Only thus can there he any amortisation of public debts. 
The question for us, therefore, is a very practical one; 
should we not gladly submit to the burden of taxation now 
upon us in order that a sound cuirency may be the more 
rapidly restored ? JSeduee taxation and restore the currency 
are incompatible demands.) 

(б) ‘The next step will be, as soon as the economic 
circumstances permit, to determine and fix the gold value 
of the monetaiy unit. This will not necessarily bear the 
former gold power.’ (That is, there may be, in countries 
where the currency has fallen far below the old parity, a 
partial repudiation of debts, a kind of composition with 
creditors. A new gold par is fixed ; the franc, for example, 
may be taken as half the weight of the former gold franc, 
and stability .is maintained at this new valuation. A 

, return to the old par world, in counti-ies like Italy and 
Poland, be a long and painful process. It would involve 
constant readjustments of money wages and prices with 
all the social and economic dislocation of these adjust- 
ments : and it would involve, too, a continual increase in 
the burden of internal debt.) 

(c) ‘ The gold value so fixed must then be made effective 
in a free exchange market.’ 

(d) ' The maintenance of the currency at its gold value 
must be assured by the provision of an adequate reserve 
of approved assets, not necessarily gold.’ (What is pro- 
jected here is that a participating country in order to 
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preserve its gold standard maj maiutain, in addition to 
any gold resems held at home, reserves in other countries 
of approved assets. These will be bank balances similai' 
to those maintained bj the Joint Stock Banks at the Bank 
of England, bills, short-term securities, and other suitable 
liquid resources.) ” 
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INTEMATIONAL CO-OPEEATIOIT AMONG 
THE BANKS. 

The Genoa Conference, at all events so far as the 
economic experts are concerned, recognised 
Gold tiiat tjie prosperity of one counti-y is closely 

Eaaential. oound up with the prosperity of others. In 

these complex days we rejoice and sorrow in 
unison with the rest of the world. The close connection 
is not more real in regard to money matters than in 
regard to othere; it is more obvious, however, and this 
is probably why agreement in finance has been more 
readily achieved than in more important things. The 
further extension of the banking system is what we 
contemplate here. Even as it is, tlie banks of the world 
are closely allied. In its financing of foreign trade the 
banks are playing an ever growing part; every export 
becomes in the end a credit for an English bank abroad, 
every import means that a foreign bank is building up a 
credit in England. When relations are so intimate it is 
clearly a matter of importance that the unit in which 
reciprocal credits are measured shall be, at all events 
roughly, the same in all trading countries. This is so 
only when the unit is equivalent to a definite amount of a 
definite commodity, when, in short, countries base their 
currencies on gold. That gold would not be forthcoming 
320 
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if everj’ claimant strove to enforce liis claim matters not 
at all. What is required is tliat people shall he convinced 
of their ability to dr.iw gold at desire; they helieved, 
and had just cause to believe before the War and its 
dislocations, that the paper instruments could without 
delay be converted into gold. The promise to pay gold, 
the bank note, that is, would be at once honoured; the 
command to pay gold, the cheque, would at once be 
obeyed. And, being convinced that their claims to gold 
would be met, men did not enforce those claims. It was 
enough that the claims could be exchanged for tho com- 
modities wanted. The world lived, in short, under a 
system of barter, with, however, the enormous advautago 
of a money measure. The condition of prosperity, that 
services could rapidly and without diiliculty be exchanged, 
was achieved by having a measura that men trusted. Tho 
relatively stable measure has temporarily gone; and the 
efforts of bankers throughout the world nro directed to its 
restoration. 

What is now contemplated is an intemational co-opera- 
tion, a universal clearing house. Just as the 
theRMraB.*" Bankers’ Clearing facilitating ex- 

changes economises extraordinarily tho 
use of gold, so on a much greater scale would the device 
foreshadowed. The gold standard would be maintained, 
3'et the movement of gold would be of the slightest. The 
Bank of England will shortly call a convention to bring 
about the desired system ; and tho Federal Eeserve Banks 
of the United States, without tlm hearty co-operation of 
which no scheme would have much success, have already 
signified their approval of the pm’pose, and their intention 
to participate in the convention. With the resolutions 
adopted all will heartily agree. Perhfipa the following is 
rather a pious aspiration than a realisable project, however : 

B.c. 21 
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“ Banks, and especially banks of issue, should be free from 
political pressure, and should be conducted solely on lines 
of prudent finance. In countries where there is no central 
bank ^f issue one should be established.” In moments of 
grave emergency, we may anticipate that no banks would 
be able to resist the pressure put upon them by the State, 
certainly none did during the European "War. In our own 
case, the Bank of England G-overnors must have viewed 
with great misgiving the astounding growth, during the 
War years, of the credits sought by the Government. 
Another resolution emphasises and puts in clear-cut 
phrases what has been repeatedly preached at length from 
many a pulpit; “The industry of Europe cannot hope for 
a permanent return to prosperity so long as it has to bear, 
either directly in the form of taxation or indirectly in the 
form of inflation of currencies, the most insidious and 
objectionable of all forms of taxation, a burden of Govern- 
ment expenditure which is beyond its capacity.” What 
exactly is meant by calling inflation of currencies “ the 
most insidious and objectionable of all forms of taxation ” 1 
The State has the sovereign right of inflation; it can decree 
what shall be regarded as a lawful release from debt, and 
what it decrees may have no relation to cost or production. 
It may be a cre^t in a bank against which the State 
authorises itself to draw cheques, it may be the paper 
nominally equivalent to so much gold. In any event the 
money that has come into being by the mere decree of the 
State competes with the existing money; in other words, 
the claims upon things offered for money are increased. 
And as the claims are multiplied their separate worth 
diminishes : if two pound notes run after the same thing as 
a sovereign ran after before, then the price of that thing 
will inevitably be doubled. The State can create money ; 
but it cannot create the real goods, the bread and bacon. 
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and boots, that will be escbanged for the monej. Bj a 
continaing process of inflation the various Gloverniuents 
have confiscated, secretl y and nnobEerved, the majot part 
of the wealth of their citizens. The claims attested bj 
money, in the hand of the citizens are the reward of 
services conferred; the claims that the State creates have 
nothing behind them ercept the power of taxation. 

The cO'Operating banks will in particular need to deal 
wisely with the grave problem of inter- 
^blem of national indebtedness. The countries of 
Sebt. the world are nowadays m an extraordinary 
condition. There were certainly, even before 
1914, many countries indebted to foreigners. But the 
debts were almost invariably represented by something 
tangible, a railway, a great business undertaking, a well 
equipped municipality ; and the debts were payable to 
individual capitalists who had foregone their control over 
capital so that undeveloped countries might the more 
rapidly rise to affluence. The war debts, however, have 
left no good behind them, and are due in great measure 
from Glovemment to Government. This very fact has the 
seeds of contention in it ; for no debtor has a consuming 
love for his creditor. This is so even between former 
allies ; it is more so when the debts are penalties. We 
may, perhaps, therefore think the following statement 
mild enough : “ Foreign obligations by one country must 
be balanced by a capacity in other countries to absorb the 
surplus production with which alone those obligations can 
be met. If the burden of any country’s external obhga- 
tions is beyond its capacity to pay, and it cannot be assisted 
by foreign loans, the effort to meet those obligations must 
result on the one hand in dislocation of markets in other 
countries, and, on the other hand, in a continuous deprecia- 
tion of the currency of the debtor country, which will 
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entirely prevent it from making any start whatever in the 
direction of stabilisation.” The progressive decline in the 
purchasing power of the German mark, a decline not yet 
ended, is a sufficient commentary upon this statement. 

Por*the maintenance of the parity between gold and 
paper, each countiy will naturally be left to frame its own 
regulations ; for the conditions of the countries vary 
greatly: “Credit will be regulated not only with a view 
to maintaining the currencies at par with one another, 
but also with a view to preventing undue fluctuations in 
the purchasing power of gold. It is not contemplated, 
however, that the discretion of the central banks should be 
fettered by any definite rules framed for this purpose, but 
that their collaboration will have been assured in matters 
outside the province of participating countries.” 
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THE TEIAL OP THE PYX. 

The maimer in which the public are assurea tha,t the 
proviaons of the Coinage Acts of 1870 and 1891 are 
faithfully carried out ia illustrated by the Terdict below. 

It is an extract from the Annual Eeport of ^e Mint 
(compiled by the Deputy-Master 
the Chancellor of the Exchequer). Standard Trial Plate, 
the fineness of which has been most caiefuUy determined 
have been prepared. With these unissued coins, imparti- 
ally, and at irr^ar periods selected, are compar^ bj 
Commissioners unconnected with the Mint. Here is t < 
rerdict for 1913, thelast year of an issue of gold coins u 

“We ... . having been sworn on 3 March 1914 l»fore 
the King’s Eemembrancer, at Goldsmiths 
Verdict of the Hall have made the assays and trials of gold 
SSdeSt’ and sUver coins in the Pyx of the Eoyal 
Company at Mint, which, according to accounts produced 
the Trial of ^ officers of the Mint were corned from 
the Pyx, 1914. 31 st December 1913. 

We ascertained that the number of coins, both 3° 
and silver, in each packet produced corresponded mth the 
number which* the officers of the Mint represen^ it to 
contain, and we took one coin from ®nc o ^ , 

of gold coins, amounting altogether to 127 sovereigns and 
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to 31 half-sovereigns ; and we weighed each of the said 
coins separately and ascertained that they were within the 
remedy as to weight prescribed in the First Schedule to 
the Ooiiiage Act 1870, as amended by the Coinage Act 
1891. We found that the variation from the standard 
of weight was minus three-thousandths of an ounce 
( - ‘003 oz.) on the whole of such coins. We then melted 
the said gold coins into an ingot, and assayed such ingot, 
comparing it with the standard gold Trial Plate produced 
by the Board of Trade ; and we found that the amount of 
variation thereof from the standard of fineness was plus 
nine hundred-thousandths (or -|- '00009) and that, there- 
fore, the said metal was within the prescribed remedy as 
to fineness. We weighed the residue of the said gold 
coins in bulk, and we ascertained that they were within 
the remedy for weight. We then took from such residue 
ten sovereigns and four half-sovereigns and weighed and 
assayed them separately, and we found that such sovereigns 
weighed 123'896 . . . grains, and that such half-sovereigns 
weighed 61'711 . . . grains. We then assayed the said ten 
sovereigns and four half-sovereigns', and we found the 
millesimal fineness of such sovereigns to be 916'71 . . 

Similar elaborate experiments tested the various silver 
coins ; the verdict was read over to the Commissioners ; was 
signed by each and "Dated the 13th day of May, 1914.” 
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